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Corporate Profile
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Leadis Technology, inc., headquartered in SunnWale, California, designs,
develops and markets mixed-signal semiconductors that enable and enhance
the features and capabilities of small panel displays. Our core products are
color display drivers, which are critical components of displays used in mobile
consumer electronic devices. We have primarily focused on the mobile handset
market, but some of our products are suitable for use in other consumer
electronic devices. We were incorporated in Delaware on May 15, 2000,

and began commercially shipping products in thg third quarter of 2002.

Our drivers are currently used by three of the top five global mobile handset
manufacturers, namely LG Electronics Inc., Nokia Corporation and Samsung
Electronics Co., Ltd. Our goal is to be a leading supplier of display drivers
for all small panel display technologies, including thin film transistor liquid
crystal displays, or TFT LCDs, color super twisted nematic liquid crystal
displays, or CSTN LCDs, and color organic light-emitting diodes, or OLED.




To Our Stockholders:

We are proud of our accomplishments at Leadis Technology, inc. (NASDAQ LDIS) over the past year.

We achieved record revenue of $150 million for fiscal 2004, we more than doubled the number of products
in volume production, from four at the beginning of the year to a total of ten at the end of the year, and
we expanded our customer base. We also successfully completed our initial publnc offermg in June 2004,
raising more than $75 million in net proceeds. Despite a challenging competmve environment in the
second half of 2004 we ended the year on a high nhote~—with a record number of units shipped in the
fourth quarter and our 9th successive quarter of profitability.

While 2005 started more slowly, we remain focused on our corporate growth objectives. We will continue
to'invest in our R&D efforts, diversify our product offerings, seek to expand our custoemer base and build
out our corporate infrastructure. The handset market should continue to experience unit growth in 2005
and you should expect a stronger performance from Leadis in the second half of the year.

Innovalive Technology, Focus and Experienced Leadership

Since its incorporation in May 2000, Leadis has focused on the design, development and sale of
mixed-signal semiconductors that enable and enhance the features and capabilities of small panel
displays. Our core products are color display drivers with integrated controllers, which are critical
componen’ts of displays used in mobile consumer electronics devices. Since our inception, we have =
been a pioneer in the small panel display market. We were the first to commercialize single-chip dasplay
- drivers for full color organic light emitting diode (OLED) technology when we began shipping our first -~
OLED driver in the third quarter of 2002. Recent technology trends in the market have accelerated the
adoption of higher resolution color super twisted nematic (CSTN) products and thin film transistor (TFT)
products. We are now shipping next generation 65k CSTN products, and low temperature poly-silicon
(LTPS) TFT products. While we focus primarily on the mobile handset market, some of our products are
suitable for use in other consumer electronic:device markets, such as MP3 players.

Our products are currently used by three of the top five global moblle handset manufacturers, mcluding
LG Electronics Inc., Nokia Corporation and Samsung Electronics Co., Ltd. We expect to increase our
customer base across Tier-1 and Tier-2 handset manufacturers in 2005 and will continue to work closely
with handset manufacturers and display module makers on their product roadmaps.

Leadis has a seasoned management team with industry experience at such companies as Samsung
Electronics, Sharp Corporation, National Semiconductor, Hewlstt-Packard, Advanced Micro Devices,
Fairchild Semiconductor, VLS! Technology, and Cirrus Logic. In the past year we have added expenenced
industry veterans and will look to continue to.add strength to our management team.

Growth Opportunities

Qur goal is to be a leading supplier of display drivers for all small pane! display technologoes In support
of this goal we intend to grow our business through the following principal objectives:

Expansion of our technology and product offerings.

The display driver market is shifting to the next generation of display driver technology—principally
higher resolution CSTN and TFT LCDs. Today, we offer products for color and monochrome STN
displays, passive matrix OLED displays and amorphous TFT and LTPS TFT displays. in the future, we
intend to introduce products using color AM-OLED display technology. With these technology offerings,
we will be abie to address the needs of all major smali panel display technology manufacturers. We

" continue to closely monitor developments in our market areas and are actively helping our customers
define the future direction of their display designs and capabilities.
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Broadenmg of our customer base . o C S
Hrstorlcally, we have sold the majorrty of our products to two major customers, Philips Mcbile Dlsplay
Systems* or Phrhps“MDS and Samsung 'SD; mcludlng its" wholly—owned subsrdlary, Samsung OILED o
In-2002" and*2003 ‘sales to'th e two ‘custorners represented over-85% of our total révenue: in turn;
these moblle' rsplay module manufacturers”supply moduigs mcorporatmg cur drivers to top-tier handset
manufacturers |nclud|ng L@ Electronlcs Nokla Corporatlon and Samsung Electronics. We began to
rely less on our top two customers m 2004 as sales to-otfier customers rose to approxrmately 20% of
our total revenus. This expansron mcluded the addrtron of two new ‘customers with over $1 million in *
sales. in addrtron in the first quarter: of 2005, we 'added a new customer that supplies display modules to
an addrtronal Trer—‘l handset manufacturer We are waorking, \ with other display module manufacturers and .
moblle devrce manufacturers on «new}desrg and rntend to both expand our workmg relatronshrps wrth
exrstrng customers and‘ cultwate newJ customers PR e .
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Expandmg to other small panel dlsplay markets.

Since our mceptron we have focused on the mobile handset display market. Our design capabilities and
drsplay driver technologles,_however,l are applicable:tg other small panel display markets too..In 2004, we
began shrpprng products mto thekMPS market and in 2005 we expect to have volume shlpments of drsplay
drivers for rnclusron f MPS players Over trme we mtend to broaden our focus to include other,small -,
panel drsplay markets, such as personal drgrtal assrstants, mobile gamrng devices, drgrtal cameras e
navrgatron systems, entertamment and advertrsmg drsplays automotrve instrumentation panels consumer

applrances and personalaccessory products Ly e e e
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: Or.rt ook tor the Future

We are proud of our performancelm 2504 and whlle 2005 started more slowly, we believe it wrll be a o
successful year for the. company.as sales of our TET and 65K.CSTN products take hold. We could not
have achieved our success to datevwrthout the dedlcatlon and efforts of our employees and the support
of our customers, supplrers and ‘stockholders We Iook forward fo contrnued expansron of the small panel

Dr. Sung Tae (Steve) Ahn
Presldent and;Chief. Executrve Off ice
Aprll 2005
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'UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-K
(Mark Omne)

ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934

For the fiscal year ended December 31, 2004
or

[ TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934 ‘

For the transition period from , to
Commission File Number 000-50770

’ Enabling Visual Communication’
. L E A D l S®

Leadis Technology, Inc.

(Exact name of reg:stram as specified in its charter)

. Delaware , 77-0547089
(State or other jurisdiction of incorporation or organization) . - (IRS Employer Identification No.)
800 W, California Avenue, Ste 200 Sunnyvale, CA. . : ‘ 94086
’ (Address of principal executive offices) (Zip Code)

(408) 331-8600
(Registrant’s telephone number, including area code)
Securities registered pursuant to Section 12(b) of the Act:
None ‘
Securities registered pursuant to Section 12(g) of the Act:

Commen Stock, $0.001 par value
(Title of Class)
Indicate by check mark whether the registrant (1) has filed all reports requued to be filed by Section 13 or 15(d) of
the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such requirements for the past 90 days. YES NO []

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained
herein, and will not be contained, to the best of the registrant’s knowledge, in definitive proxy or information
statements incorporated by reference in Part III of this Form 10-K or any amendment to this Form 10-K.

Indicate by check mark whether the registrant is an accelerated filer (as defined in Exchange Act Rule
12b-2). YES [J] NO

The aggregate market value of the voting stock held by non-affiliates of the registrant based upon the closing sale
price of the common stock on June 30, 2004, the last day of registrant’s most recently completed second fiscal quarter,
as reported on The NASDAQ National Market was approximately $133,092,694. Shares of common stock held by
each executive officer and director and by each person who is known to the registrant to own 5% or more of the
outstanding common stock have been excluded from this calculation in that such persons may be deemed affiliates.
This determination of affiliate status is not necessarily a conclusive determination for other purposes.

At February 28, 2005, the registrant had 28,150,277 shares of common stock outstanding.
DOCUMENTS INCORPORATED BY REFERENCE

Parts of the Proxy Statement for the registrant’s 2005 Annual Meeting of Stockholders to be held on May 24,
2005 are incorporated by reference in Part III of this Annual Report on Form 10-K.
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PART I A
FORWARD-LOOKING STATEMENTS

This Annual Report on Form 10-K, and particularly the sections entitled “Business,” “Management’s
Discussion and Analysis of Financial Condition and Results of Operations,” and “Risk Factors,” contains
forward-looking statements within the meaning of Section 27A of the Securities Act of 1933 and Section 21E of
the Securities Exchange Act of 1934, which are subject to the “safe harbor” created by those sections. These
statements relate to future events or our future financial performance and involve known and unknown risks,
uncertainties and other factors that may cause our financial performance or achievements fo differ materially
from these forward-looking statements. Forward-looking statements can often be identified by terminology such
as “may,” “will,” “could,” “should,” “expect,” “believe, anticipate, estimate, continue,” “plan,”

“intend,” “potential,” “project” or other similar words. Except as required by law, we undertake no obligation
to update or publicly revise any forward-looking statements to reflect events or circumstances aﬁ‘er the date of
this document

» » oo« »

ITEM 1. BUSINESS
Overvnew :

We design, develop and maIket mixed-signal semiconductors that enable and enhance the features and
capablhtles of small panel displays. Our core products are color display drivers with integrated controllers, which
are critical components of displays used in mobile consumer electronics devices. We primarily focus on the
mobile handset market, but some of our products are suitable for use in other consumer electronic devices. We
were incorporated in Delaware on May 15, 2000, and began commercially shipping products in the third guarter
of 2002. During 2004, we shipped 56 million units of our products and recorded revenue of $150.3 million.

We sell our products directly to display module manufacturers, which incorporate our drivers into their
display module subassemblies for leading mobile handset manufacturers. Our drivers are currently used by three
of the.top five global mobile handset manufacturers, namely LG Electronics Inc., Nokia Corporation and
Samsung Electronics’ Co., Ltd. We focus on the design, development and marketing of our products and
outsource all of the fabrlcatlon assembly and testing of our products. We believe this concentrated focus enables
us to provnde our customers with critical time-to-market and product differentiation advantages. Our goal is to be
a leading supplier of display dnvers for all small panel display technologies, including thin film transistor liquid
crystal displays, or TFT LCDs, color super. tW1sted nematic hquld crystal dlsplays or CSTN LCDs, and color
orgamc light-emitting diodes, or OLED

‘Our principal executive offices are located in Sunnyvale, California. Our website address is leadis.com. |

Industry Overview .

' Consumers throughout the world are rapidly adopting mobile consumer electronics devices such as mobile
handsets, personal digital assistants, MP3 players, mobile gaming devices and digital cameras. As mobile device
manufacturers introduce new products with innovative technologies and applications, the display becomes an
increasingly important feature of the device. Use of color displays has become the norm in the major. global
markets for many mobile consumer electronics devices; including mobile handsets.

Color displays for consumer electronic devices are differentiated by size, resolution, number of colors,
brightriess, color sharpness, contrast and response.time. However, mobile device manufacturers need to balance
display performance with cost, reliability and power consumption: The balance that the manufacturer strikes
among these factors often determines the type of display that is optimal for a given device. Every mobile device
display needs a display driver to function. While advances in materials used to manufacture displays have played
an important tole in display innovation, display .drivers are the critical semiconductor component that enable
+ " display functionality. The performance characteristics of a display driver are critical to the quality and visual
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appeal of the images and text: ééhe1~aied on the display and the power efficiency of the mobile device. Materials
used to manufacture ,displays,éamlqt achieve their full potential without continued-advancements in display
driver technology. - L : e « R - .

PR CSTN.LCDs!and TFT LCDs jhave become-the dominant color display technologies for mobile handsets.

~ While. CSTN i$ used for.mid-, to- low-end- mobile handsets because of its cost advantage, adoption of TFTis

" gaifiing momentum for, mid- to highend mobile handsets based on better image quality, larger-size and higher

- . resolution.. As néwer ,appli‘cati»o‘ns dé‘mangl‘,better and larger displays, the number of mobile hardsets with TET

diéplays is increasing. OLED"tgchn‘ology has, penetrated the market as a niche.player with its excellent display

quality for the last thﬁyears.“][;Iqu\fe'r', the penetration rate for OLED has slowed significantly in recent periods
“due to its relatively higher:cost:; 1 oot SRR . T -

'-Pr‘odu'c.tv Solution” ©~ T :

o o . . . . .
We offer highly-integrated, single-chip ‘mixed-signal display drivers targeting small panel displays based on

~ all major display:technoldgjes,‘,inclu}ding the following: - ; ’ ‘ ' ' C
- STN téchnology—Super twisted nematic liquid crystal displays, or STN LCDs, is a widely used technology
for small panel displays, particularly for displays used in mobile handsets. We design and market both color
STN, or CSTN, display drivers, which are used primarily for mainstream mobile handsets, ‘and monochrome
STN display driyers, which were the dominant displays for wireless handsets until the introduction of color
displays and are currently used mainly in low-end mobile handsets. ‘We shipped our first CSTN driver in the third
quarter of 2002, and 'E;urrently,offeﬁ four different CSTN products. In 2004, we began. shipping a monochrome
STN product, targeting the lower end. of the mobile handset market. Recently, there has been a shift in the’
* wireless handset market from 4K CSTN products to the next generation -of 65K CSTN ‘products, which enable
greater. color ‘depth’s‘a‘nd richer display images. We, expect a. significant portion of our future revenue to be

generated from sales of CSTN pr:(jjdu;c‘t_s, particularly our 65K CSTN products. . :

TF T technolog)’:—-Thmﬁlm : Ls‘istyhor‘-liq’uid crystal &iéblaj;s, or TFT LCDs, have been, gfid‘ely used for largé

panel LCD applications such_‘.as,.f‘qjatéjbc“')' ok PCs, flat panel monitors and televisions. Application of TFT LCDs for

mobile devices is fgélatiyc]y ﬁéy'\{' and such displays arfv:"use_df'.primmjly‘ for mid- to high_—ena mobile devices. We
design, develop and market. drivers utilizing both amoérphous TFT technology, which are used primarily in

mobile handsets, and low-temperature polysilicon TFT, or LTPS TFT technology, which is. currently used in

digital still cameras and ~high-ér‘1‘dmc‘>bile devices. In the fourth quarter of 2004, we announced the availability of
two amorphous TFT products and ,WO.LTPS TFT products for sampling. We expect to begin volume production

of TFT drivers in the first halfof '2005, and we expect that-a ‘significant_portion of our future revénue will be .

- generated from sales. of TFT products. -
A BN . ” .

. OLED technplognyrgaIifc light-emitting diode, or OLED, ‘is a relatively new display technology that
offers enhanced visual experience, and-performance characteristics as compared to alternative technologjes, such

as LCD. We werc},fhe-,ﬂms‘t company: to cqmmergializge single-chip. display drivers for full color OLED when we

* began shipping our first OLED dnvey in the third quarter of 2002. We currently offer six different passive matrix
qrganic light-emitting diode, orv‘,‘E_l\_/.Iv;;QLE]D,-‘,di.splay driv‘ers'l. While demand for OLED drivers in the mobile .

handset - market . has “decreased recently, other . applications- for OLED- displays, such as. MP3 players, have

- emerged. We expect sales of OLED products to remain an important part of our business in the immediate future.

'
¢ cl . oy s

" ‘ . We are also dé;\}éloping,,pf plan‘{to de;{élop, dﬁvers fdr 6ther‘ d_isplajf_ technologies, including, ,éctivei‘}matﬁx
-~ OLED displays, or AM—OLED, whiéh are expected to be an attractive display solution f‘or'mobile‘device's dueto -
its.excellent picture.quality; lower power consumption and lohger lifetime compared to PM-OLED,. -

. . Lo ) R R s . L A : .
. ~As of March 1, 2005, we had ten different display drivers in volume production and six, additional products .
- available for sampling. We continue to seek development of additional products to address other segments of the -
T, - Sy . .

M ’ ‘ . L
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display market, and will continue to introduce newer versions of our existing products. With our current and
anticipated product portfolio, we believe we will be in position to address the current technology requirements of
all major small panel display module manufacturers. The following table sets forth products in volume

production or available for sampling.

_Technology. Product Resolution Color Depth Status

CSTN ' |LDS171| 98RGBx68 | 4K Volume production
- [LDSI72 | 132 RGB x 132 4K | Volume production
- 'LDSI76 132 RGBx132 | ‘ 4K Volume pro;iﬁcgion
| LDs183 | 128 RGB x 128 65K Volume production

LDSI84 | 98RGBx70 | 65K Sampling
Monochljome STN -[LDS162 -~ 96 x 68 Monochrome Volume production

| Thin Film Transistor (TFT) LDS272 | 132RGB x 132 262K Sampling

' LDs274 | 176 RGB x240 | 262K Sampling

" | 128RGB x 160 o

LDS312 | 176 RGBx 220 | = 262K Sampling

240 RGB x 320
| [288RGBx352 _ ‘
| Losazn | 32 ggg z o 26K Sampling
320 RGB x 480
oLED LDS506 | 96 RGB x 64 256 - Volume Production
| LDS511 96 x 64 - Area color Volume production
{LDS512 | 96 RGB x 64 65K Volume production
LDS514 | 96 RGB x 64 65K Volume production
| LDS516 1 96 RGB x 96 65K Volume production .
LDSs518 128_ x 64 Area color Sampling
Product Strategy

Our objectlve is to be.the leadmg prov1der of small panel display driver technologies by using our advanced
des1gn engineering expertise, technology leadership, manufacturing process expertise, strong relatlonsmps with
top. tier handset manufacturers and library of functional building blocks. The principal elements of our strategy
are to: :

s Expand our product and technology offerings. Currently, we have products for monochrome/color STN
* and PM-OLED displays.in volume production. In 2005, we expect to commence volume shipments of
TFT driver devices. With- this product portfolio, we believe.we will be able to address the needs of all
-major small panel display technology manufacturers. We intend to expand our product offering within
each technology family, which.includes introducing new products as well as die shrink versions of
existing products to meet.a broader market.segment. Our technology development efforts are focused on.

5.




the circuit and -algorithm.designi to enable enhanced functionality-and cost reduction: We continte to
* closely nionitor developments in-the small panel display market and.-are actively helping our customers
define the’ future d1rect10n of their display designs and: capabilities. We wrll marntarn a strong focus on.
research and development to achieve these objectrves : I - :

e Broaden our customer base We currently sell the majonty of our products to two maJor drsplay module
_ manufagturers,, Phrhps Mobﬂe Display Systems or Philips MDS, and Samsung SDI, Co., including its
wholly- owned. subsrdrary, Samsung OLED Co., Ltd. In turn, these mobile display module manufacturers
supply’ modules” mcorporatmg our drivers'to LG Electronics Inc., Nokia Corporation and Samsung

' _Electromcs Co., Lid. We are actively workrng wrth other display module manufacturers and mobile

* device manufacturers Oon. néw desrgns and mtend to continué expandmg our working relationships with
exrstmg customers and cultrvatmg new customers. = oy ‘

. Develop closer and deeper relattonsths with dzsplay module and mobzle device manufacturers. To
. facilitate broader adoption iof. our technology, we will continue to dévelop. our. relationships. with both
meobile- devrce manufacturers as: well as their drsplay module suppliers. We believe our exclusive focus
.. on display drivers and our 1ndependence provides competltlve advantages in terms of v1s1b1hty rnto v
. industry trends and ability to serve a variety. of customers A TR

+ o Maintain-time-to- market leadersh:p We intend to continue takmg advantage of our experience in the . -
drsplay dnver industry and- leveraging our proprietary ‘functional building blocks to provide our

" customers Wwith optnmzed “solutions in‘a timgly manner. We intend to build and maintain processes that
allow ns to provrde our customers ‘with time- to-market advantage ‘

e Provzde cost- competmve value added products to customers. We plan to leverage our fabless busmess _
model and operatrons in: lower-cost regions to mamtam an efficient cost structure. We intend to take
advantage of our exrstmg des1gn and manufacturmg expertrse to shorten our design times and reduce the .
die size of ‘our products, which also helps us maintain_an-efficient’ cost structure. We believe this will
allow-us to‘provide customers with cost- competrtrve value-added products faster than our competitors. *

“o ‘ Enter-other small panel dzsplay markets. While we have focused- exclusively on the mobile handset
_ '+ display ‘market; .our desrgn ccapabilities ‘and display driver ‘technologies are applicable to other small

- panel display -markets. In-2005, we expect to have-volume - shipment. of display drivers for inclusion in.

-~ MP3 players. Over time,- we intend'to broaden our focus to'include other small panel display markets,
such as’ personal digital - assrstants mobrle ganung devices, 'digital cameras, navigation systems,
entertamment and advertrsmg drsplays, instrumentation panels consumer appliances and personal

+ ACCESSOFy products L |

l
; [
“ - Ce L \ el “ e .
. i :

.Sales and Marketrng e ll e /
Our drrect customers are. drspla)‘/ module manufacturers, who in turn sell their display modules to mobile
handset manufacturers. We focus our sales and marketing strategy on establishing business and technology -
relationships with both major d1splay module manufacturers and mobile handset manufacturers to.be -able to
work closely . with them on ‘future driver solutrons that ahgn with their product roadmaps. Our’ des1gn engineers
_ collaborate with drsplay module desrgn engineers to create drsplay drivers that comply with the specrﬁcatrons of .
‘ ‘the moblle handset’ manufactu.rers and provrde a high Tevel of performance at compentlve pnces Our end market
is hrghly concentrated | among a few srgmﬁcant mobile handset manufactirérs. As a result, our focused customer
approach has enabled us to grow rapldly without i 1ncumng major sales and marketlng expenses
2 ; l (Y S e . SRS
T We market and sell ‘our productslthrough our drrect sales force and marketmg teams located in the ‘United
States, Korea,” Hong Kong: and Tarwan, as well as through ‘independent distributors in-China, Hong Kong and
Taiwan. We anticipate: havmg mdependent representatives-and. distributors in Japan.and Korea in the future. We
also utilize applrcatlon engmeers to provide technical support and assistance to potentral and exrstmg customers
-in desrgmng, testlng and quahfymg d1splay modules that 1nc0rporate our products :

'.,'6
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CuStomers

" In 2004, Philips MDS and Samsung SDI Co. accountéd for 52.3% and 36.7% of our revenue, respectlvely
We expect these two major display module manufacturers o account for a substantial portion of our revenue in
the near future. As a result, the loss of ‘or significant reduction in orders from either of these customers could
significantly reduce our revenue and adversely impact our operating results. These mobile display module
manufacturers supply modules incorporating our drivers to LG Electronics Inc., Nokia Corporation and Samsung
Electronics Co., Ltd. We have recently started shipping products to other display module manufacturers, which in
turn are selling display modules to other major and emerging mobile handset manufacturers. Please refer to Note
9 of Notes to Consolidated Financial Statements mcluded in thlS annual report for additional information
regarding revenue by geographic reglon

Seasonality e

Our industry is focused ‘on the mobile consumer electronic products market. Due to the seasonality in this
market, we typically expect to see stronger revenue growth in the second half of the calendar year than in the first
half of the year. In addition to the seasonality, the mobile handset market is also characterized by intense
competition among a concentrated group of manufacturers, rapidly evolving technology and changing consumer
preferences. These factors result in thé frequent introduction of new products, short product life cycles,
contmually evolving mobile. handset spec1ﬁcat10ns and significant price competition. In addition, in the past,
mobile handset manufacturers have 1naccurate1y forecast consumer demand, which has led to significant changes
in orders to their component suppliers. We have expenenced both increases and decreases to orders within the
same quarter and w1th hrmted advance nonce We expect such increases and decreases to continue to occur in the
future.

Mannfacturing' . o ) o e : :
We outsource the manufacturing; assembly and testing ‘'of our products to third parties. Our foundry
suppliers fabricate our products using a customized, high-voltage version of their mature and stable CMOS
process technology with feature sizes of 0.25 micron and-higher. Our principal foundry suppliers are Chartered
Semiconductor Manufacturing'” in  Singaporé; Silterra Malaysia Sdn.Bhd. in Malaysia ‘and United
Microelectronics Corporation'in Taiwan. We also plar to use other foundry suppliers. Our fabless manufacturing
model significantly reduces our capital réquirements and allows us to focus our resources oii the design,
development and marketing of our products. In addition, we benefit from our suppliers’ manufacturing expertise,
_ and from the flexibility to select those vendors that we believe offer the best capability and value. Our foundry
suppliers use raw materials in the manufacture of silicon wafers used to fabricate our products. To the extent our

foundry suppliers experience shortages of these raw materials or have poor yield rates, we may be unable to meet
our customers’ demand requlrements

Following wafer fabrication processing, our- ‘wafers are shipped from the foundries to assembly and testing
contractors, where they are electncally tested and assembled onto tape carrier packages for certain devices. We
develop and control all product test programs used by our subcontractors. These test programs are developed
based on product spec1ﬁcanons, thereby mamtammg our control over the ‘performance of our devices. We
currently tely primarily on Chipbond Technology Corporation, International Semiconductor Technology Ltd. and
King Yuan Electromcs Co., Ltd., each located in Taiwan, to assemblé and test our products. Our assembly and
test contractors use semiconductor packagmg in the assembly and test of our products. To the-extent these
contractors are unable to secure sufficient quantltles of this packaging, we may be unable to meet our customers’
product demand requirements. While our testlng contractors currently ship our products directly to our
customers, we may in the future ship products to customers out of ur own facility.

Inventory o ST A

We manage inventories by forecastmg demand on a product-by- product basis based upon our industry

experience and communications with our customers. We: place manufacturing orders for our products that are
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“based on this forecastéd demand.' The quaritity of products actually purchased by our customers as well as
shipment schedules are subject tol,-revAisi_onsv that_‘i"reﬂcct changes in both the customers’ requirements and in
. ;qanufacti;ﬁr_lg @Véjlélbili,_ty.’, ﬁépcqgiihg upon the level of demand for our products and demand for products
incorporating our display "drivgrjs;',_wg may,maintain substantial inventories of our products in order to be ‘able to
meet demand on a.timely basis. - ‘r A L o . R
Research and Development Lo e
A We conduct our semiconductor désign and development activities primarily in Korea: This allows us to
~* access a pool of experienced display driver ‘engineers and maintain geographic proximity to our customers while
helping us to lower our operating costs. We believe.that our continued commitment to research and development
" and timely introduction of new .andlenthanced display drivers is integral to maintaining our competitive position.
As a result, ‘we expect to c_on'ti'nueito allocate significant resources to these efforts. Our total expenditures for
" research and develbpmént were, $1312; mi]lion for 2004, $6.5 million for 2003 and $1.4 million for 2002, -
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Intellectual Property" | _ e
... Our .éuccess; and, ‘f‘ut_ufé gi'owthwﬂl depend on our ‘a‘bi]j._ty’tq protect our intellectual property. We rely
- primarily on patent, .copyright, trademark, ‘trade secret laws, contractual provisions, and licenses to protect our
intellectual property. We also attempt to protect our trade secrets and proprietary information through agreements

with our customers, suppliers, empléy’ees"aljd consultants.
S T . i AN s | [ o

‘As’of December 31, 2004, ’Wé‘ﬁéid seven U.S. patenit applications pending arid had been issued one patent in
Korea. These paten“t,éppliéations‘ana issued patent cover our CSTN driving scheme, OLED screen performance
~and OLED power reduction. We éxbe_ct to file additional patent applications covering our intellectual property.
~ We cannot assure yoi that any patents will be issued to us as a result of our pending or future applications or that

. any patent issued will provide ,substzilnii\;/e-—proteétiqn for the technology or product covered by it. .,

= . 4-. s ‘m [ oo “v ". f . o ‘,‘- ”‘.‘ Lo .» ‘ ". - . L
© .,-While' we intend to protect, our intellectual Jproperty rights vigorously, we cannot .assure you that these

~ efforts will be successful., Despite our precautions, a third party may .copy or otherwise obtain and use_ou.‘f‘

products, technology. 'or;prc‘)cesfse:s without, alitho_r'iz_gtion,, or-may independently develop similar technology. In
-addition, ~¢ffectiy¢;c'c>pyright,,vtralder‘ha'rk and trade secret protection may be unavailable or limited in certain

fqréigq jurisdictions. We cannot.assure you that the measures we have implemenited to prevent 'misappropriation

or infringement of oy;zintellectq%lﬂpr‘opeﬁy will be successful.

¢
ot
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Competition - .- 0 ‘» T .
. The markets. for se'mié‘ond:uctor?s_ generally, and small flat panel 'displa)f drivers.in particular, are iniénsély
competitive. We believe that the prmc1pa1 competitive factors, ip.our markets include design times, cost, display
performance, level of integration, des;ign customization, manufacturing expertise and quality.

" .. We-believe our solutions b(jjr‘np‘\e‘t‘,“e_‘favprably‘ against our competitors across these factors. We believe that
we can typically design and prepare for the production of a display driver faster than our competitors based upon
our broad, library of proprietary. furictiona] building blocks. We believe our products enable @ high level of
display performance, creating a high-impact visual experience. We design our products to be highly integrated
and, power efficient.. In addition, .v"ve‘-”\ivd'rkx\with,:mobile‘devi(;e manufacturers and their display suppliers to -
‘understand their needs and- product roadmaps. We design our products to meet stringent functional and quality

requirements and to-be easily intégratea into, Qur,_g:ustdrﬁérsj products. ' S

Many mobile "dévice.djspléiy' nj'n'ofdillf: imanufacturersf are -affiliated with vertically integrated electronics
companies. Some of: these companies also have semiconductor design and manufacturing resources for

- developing - display " drivers.. Wé typically compete. with . these captive semiconductor suppliers as well as

‘ihdepe‘nd’entsemicdnductori-‘s_upf)li'ers:. ‘Captive semiconductor suppliers with which we may . compete .include




Philips Semiconductor (a division of Philips Electronics, N.V.), Samsung Electronics Co., Ltd., Seiko Epson
Corporation, Sharp Electronics Corporation and Toshiba Corporation. The major independent semiconductor
suppliers with which we may compete include NEC Corporation, Novatek Microelectronics Corp., Ltd., Renesas
Technology Corp., and Solomon Systech Limited. Many of our current and potential competitors have longer
operating histories, greater name recognition, complementary product offerings, and significantly greater
financial, sales and marketing, manufacturing, distribution, technical and other resources than us.

Employees

As of December 31, 2004, we had 89 employees, including 50 in research and development, 16 in sales and
marketing, 8 in operations, and 15 in general and administrative functions. By region, 12 of our employees were
located in the United States, 65 in Korea, 9 in Taiwan, and 3 in Hong Kong. None of our employees is covered
by a collective bargaining agreement. We believe we have good relations with our employees.

Financial Information by Geographic Location

We operate in a single industry segment: the design, development and marketing of mixed-signal
semiconductors that enable and enhance the features and capabilities of small panel displays for mobile
consumer electronic products, primarily mobile handsets. We currently generate all of our revenue from
customers in Asia. The information included in Note 9 of Notes to Consolidated Financial Statements is hereby
incorporated by reference.

Executive Officers of the Registrant
Certain information regarding each of our executive officers as of March 15, 2005 is set forth below:

Name & Position
Sung Tae (“Steve”) Ahn, Ph.D. ............. 50 President, Chief Executive Officer and
‘ Director
VictorLee .......... oo, 48  Chief Financial Officer and Secretary
Keunmyung (“Ken”) Lee, Ph.D. ............ 47  Executive Vice President, Chief Technology
Officer and Director
Daniel Hauck .................. ... ...... 49  Vice President of Worldwide Sales

Sung Tae (“Steve”) Ahn founded Leadis in May 2000 and has been our President, Chief Executive Officer
and a member of our board of directors since our formation. From 1992 until founding Leadis, Dr. Ahn held
several positions at Samsung Electronics Co., Ltd., a major electronics company, including General Manager of
the LCD driver business, Director of the non-volatile memory division and Senior Manager of the process
technology team. From 1989 to 1992, Dr. Ahn was a research engineer at Sharp Corporation, a major electronics
company. From 1988 to 1989, Dr. Ahn was a member of the research staff at National Semiconductor Inc., a
semiconductor manufacturer. Dr. Ahn holds a B.S. in Metallurgical Engineering from Seoul National University,
an M.S. in Materials Science from Korea Advanced Institute of Science and Technology, and an M.S. in
Electrical Engineering and a Ph.D. in Materials Science and Engineering from Stanford University.

Victor Lee joined Leadis in December 2002 as our Chief Financial Officer and Secretary. From February
2001 until December 2002, Mr. Lee was engaged as an independent consultant. From December 1999 to January
2001, Mr. Lee served as the Chief Financial Officer and Secretary of SINA Corporation, an Internet portal
network company. From September 1998 to August 1999, Mr. Lee was the Vice President and Acting Chief
Financial Officer of VLSI Technology, Inc., a semiconductor manufacturer, and was the Vice President,
Corporate Controller of VLSI Technology from 1997 to 1998. From 1989 to 1997, Mr. Lee was a finance
director at Advanced Micro Devices Inc., a semiconductor manufacturer. Mr. Lee holds a B.S. in Industrial
Engineering and Operations Research and an M.B.A. from the University of California, Berkeley.
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Keunmyung (“Ken”) Lee joined Leadis in August 2000 as our Chief Technology Officer and Vice President,
has been a member of our board of directors since August 2002 and has been our Executive Vice President since
January 2004. From 1985 until joining Leadis, Dr. Lee held various positions at Hewlett-Packard Company, a
technology, personal computing and service company, including principal project engineer and manager. From
1994 through 1999, Dr. Lee served on the technical committee of the Institute of Electrical and Electronics
Engineers, Inc., Conference on Electrical Performance of Electronics Packages. Dr. Lee holds a B.S. in
Electronics Engineering from Seoul National University, and an M.S. and a Ph.D. in Electrical Engineering and
Computer Science from the University of California, Berkeley.

Daniel Hauck joined Leadis in' January 2004 as our Vice President of Worldwide Sales. Prior to joining
Leadis, Mr. Hauck was both President and Vice President of Worldwide Sales of Amphion Semiconductor, Ltd.,
a semiconductor company, from February 2002 to January 2004. From August 2000 to January 2002, Mr. Hauck
served as Vice President of Worldwide Sales at BOPS, Inc., a semiconductor intellectual property company.
From February 1998 to July 2000, Mr. Hauck served as Vice President, Worldwide Sales of NeoMagic
Corporation, an applications processors company. From 1986 to 1998, Mr. Hauck held various positions in
business development and sales, including certain executive positions, at Cirrus Logic Inc., a semiconductor
company. Mr. Hauck holds a Bachelor of Electronic Engineering Technology from Ohio Institute of Technology.

Available Information

This annual report on Form 10-K, as well as our quarterly reports on Form 10-Q, current reports on Form 8-K
and any amendments to those reports filed or furnished pursuant to Section 13(a) of the Exchange Act, are publicly
available on our website (leadis.com) without charge immediately following our filing with the Securities and
Exchange Commission. In addition, a copy of this annual report is available without charge upon written request to:
Investor Relations, Leadis Technology; Inc., 800 W. California Avenue, Suite 200, Sunnyvale, California 94086.

ITEM 2. PROPERTIES

Our executive and administrative headquarters occupy approximately 11,840 square feet of a facility located
in Sunnyvale, California, under a lease that expires in June 2010. In addition, we lease approximately 14,367
square feet in a facility in Korea under two leases, one that expires in June 2005 and one that expires in March
2006. This facility houses our primary engineering operations. We believe that our facilities are adequate for our
current needs and that suitable additional or substitute space will be available as needed to accommodate our
foreseeable expansion of operations. For additional information regarding obligations under leases, see Note 4 of
Notes to Consolidated Financial Statements under the subheading “Operating leases,” which information is
hereby incorporated by reference.

ITEM 3. LEGAL PROCEEDINGS

On March 2, 2005, a purported securities class action suit was filed in the United States District Court for
the Northern District of California against Leadis Technology, Inc., certain of its officers and its directors. The
complaint alleges the defendants violated Sections 11 and 15 of the Securities Exchange Act of 1933 by making
allegedly false and misleading statements in the company’s registration statement and prospectus filed on June
16, 2004 for our initial public offering. The complaint seeks unspecified damages on behalf of a class of
purchasers that acquired shares of our common stock pursuant to our registration statement and prospectus. The
claims appear to be based on allegations that at the time of the IPO demand for the company’s OLED products
was already slowing and that the company failed to disclose that it was engaging in overshipments of its OLED
product. We anticipate that similar additional actions may be filed in the future. The lawsuit is still in the
preliminary stages, and it is not possible for us to quantify the extent of potential liability, if any.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

No matters were submitted to a vote of security holders during the fourth quarter of the fiscal year covered
by this report. .
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PARTII

ITEM 5. MARKET FOR THE REGISTRANT’S COMMON EQUITY, RELATED STOCKHOLDER
MATTERS AND ISSUER PURCHASES OF EQUITY SECURITIES

Our common stock is listed on The NASDAQ National Market under the symbol “LDIS.” As of December
31, 2004, there were approxrmately 53 stockholders of record. Since many holders’ shares are listed under their
brokerage firms’ names; we estimate the actual number of stockholders to be over 1 ,500.

The following table sets.forth the high and low closing prices, for the periods indicated, for our common
stock as reported by The NASDAQ National Market:

Fiscal Year 2004

High Low

CFirstQuarter ......... ..o iiinn. e $ — $ —
Second Quarter ...... FS e, 14.05 13.10

CThird QUATTET . .« v e et e e e e 13.71 8.90
Fourth Quarter . . . .. e e e 16.94 7.50

-No-cash dividends were paid on our common stock in 2004.

Use of Proceeds from the Sa]e of Registered Securities

On June 15, 2004, our registration statement on Form S-1 (Registration No. 333-113880) was declared
effective for.our initial public offering. As of December 31, 2004, we had invested the $76.5 million in net
proceeds from the offering in money market funds, municipal bonds, commercial paper and government agency
bonds. We'intend to use these proceeds for general corporate purposes, including working capital, research and
development, general and administrative expenses and capital expenditures. We may also use a portion of the net
proceeds to fund possrble investments in, or acquisitions of, complementary busmesses products or technologies
or in establishing Jomt ventures although-none is currently contemplated.

Recent Sales ot‘ Unregistered Secuntles

" During the year ended December 31, 2004, we sold and rssued the following securities which were not
regrstered under the Securities Act of 1933: »

(l) From Je anuary 1 to June 16 2004, the date of our initial public offenng, we sold an aggregate of 246,606
shares of our common stock (after giving effect to the 3 for 2 split of our common and preferred stock that took
place on June 10, 2004) to employees, directors and consultants for cash consideration in the aggregate amount
of $98,902 upon the exercise of stock options granted under our 2002 Equity Incentive Plan, none of which have
‘been repurchased. The 2002 Equity Incentive Plan was amended and restated as our 2004 Equity Incentive Plan
in connection with our initial public offering.

(2) From January 1 to June 16, 2004, we granted stock options to employees, directors and consultants
_under our 2002 Equity Incentive Plan covering an aggregate of 887,350 shares of common stock (after giving
effect to the 3 for 2 split of our common and preferred stock that took place on June 10, 2004), at exercise prices
ranging from $0.50 to $12.00 per share. Generally, one quarter of the shares subject to each option vest one year
after the date of grant and the remaining shares vest monthly thereafter over three years.

. (3) A warrant to purchase 192,060 shares of Series B at $1.174 per share was granted to one of our
customers in January 2004. The number of shares covered by this warrant was based on sales activity from
January 1, 2002 to June 30, 2003. This warrant was valued at $216,000 and recorded as a reduction in revenue of
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$33,000 in 2002 and $183;000 in 2003. The value of this Warrant was estimated using the Black-Scholes Option )
pricing model. Ujjqn ‘completion of our initial. public offeting, this warrant became exercisable for common
+stock. This_warrantiwas:ekgrcisqd.,in August 2004. - . e S e SRR
The fs,sua:;ces}-: described in pardgraphs (1) and (2) above were deemed exempt from registration under the
Securities Act of 1 933 in reliance o Rule 701" promulgated under the Securities Act of 1933 as offers and sales
of securities. pursuant to c\f;‘rtain“ct)mpénsatory benefit plans and contracts relating to compensation in‘compliance
* - with Rule 701 The ‘issuanice described in paragraph (3) above was deemed exempt from registration under tiie
Securities Act of 1933 in reliance on Regulation D and/or Section 4(2) promulgated thereunder as transaction not
involving any public'offering. i - T T s - S

- Equity Cogppep:sa@pq Plan Information o

~ Information rggafaiﬁg- our. equity, compensation- plans will be contained in our definitive Proxy Statement
,With respect to our Anngal'Meeting;Iof;Stockholders, to be held on May 24, 2005, under the caption “Equity
- Compensation Plan Information” and-is incorporated by reference in this report. . : o

. TTEM 6. SELECTED FINANCIAL DATA R | | |
You should r‘eéd-'the', following selected &:ons'pljdatedl.f'manc‘ia'll‘ and operating infox_-métion" for Leadis
Technology. together with “Management’s Discussion and Analysis of Financial Condition and Results of
Operations”, including’ “Risk. Factors”, and our audited, .consolidated financial statements and notes thereto
. included elsewhere in this annual report. DU B ST
: Lo e, Tie gk ,:f“%'f.: ‘L S S R e IR . Coe
.. The selected qbpSolidat‘ed.;béilaqge, sheet data as of December 31, 2004 and. December 31, 2003 and the
selected consolidated-statements, of operations data for-each of the three years in the period ended December 31,
2004 have been derived frorii our audited consolidated financial statements; which are included elsewhere in this
- annual report. The selected consolidatéd. balance sheet data.as of December 31, 2002, December 31, 2001 and

report. Historical rcsﬁltsj are not neéessélily indjcative of the results to be expected in future periods.

On May 15, 2004,our ‘l.qpair‘duof directors approved, and on June 10, 2004 our stockholders ‘approxlfé_d,' an

‘amendment to our Amended andRestated Certificate of Incorporation to affect. a 3 for 2 split of -Our common
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Years Ended December 31,

2004

- 2000

2003 2002 2001
: (in'thousa.uds, except per share amounts)

Consolidated Statement of Operations Data:
Revenue ............cociiiiiiiiiiiiiiiiii $150,250 $84,456 $7,597 $ 770 $ —
Revenue from related party (1) ...................ooot. — — 296 453 -
Total TEVEIUE .. .5vve et i e 150,250 84,456 7,893  1,223° —
Cost of TEVENUE . . .ot T 97,725 54305 6,597 421 —
Cost of revenue from related party (1) ................... — — 184 — —
Research and development'(2) .............coiii i, 13,234 1 6,488 1,398 322 218
Selling, general and administrative (2) .................. 6,053 3,376 1,493 711 157
Stock-based compensatlon e e e e 4,222 716 — — -
Total costvs‘ aqd EXPENSES « vttt 121,234 64,885 9,672 1,454 375
Operating income (1088) . ...... ... il i one, 29,016 19,571  (1,779) - (231) (375)
Interest and other income, net ........... . ... 956 59 119 - 46 12
Minority interest in net.(income) loss ..... . ............. —_ e — — 42 1
Net income (loss) before income taxes .................. 29972 19,630 (1,660) (143) *(362)
Provision for inCome taxes . .. ... ooveorineennnsnen 12379 6,870 — — —
Netineome (1088) oottt i e i $ 17,593 $12,760 $(1,660) $ (143) $ (362)
Basic nét income (loss) per share U ST $ 072 § 062 $(028) $(0.03) $(0.20)
Dxluted net 1ncome (loss) per share . . .. e T $ 063 $ 055 $(028) $ (0.03) $(0.20)
Welghted-average number of shares used in calculating basic : -

netincome (loss) pershare . .......0........ e 24,469 20,572 5980 5,545 1,822
Weighted-average number of shares used in calculating ‘ -

diluted net income (loss) per share . ... ... N 27,817 23,130 5,980 - 5,545 1,822

(1) In 2002 and 2001, one of our customers held in excess of 5% of our capital stock and had a member of its
management on-our board of directors. Upon our sale and issuance of shares of our Series B redeemable
convertible preferred stock in August 2002, this related party ceased to.own in excess of 5% of our cap1ta1
stock and no longer had a member of its management on our board of directors. o

Amounts exclude amortization of deferred stock-based compensation as follows, as these amounts have

(2
been aggregated and are feported separately as stock-based compensation:
Years Ended December 31,
. 2004 2003 2002 2001 2000
Research and development ............................ $ 1,730 $§ 554 § — § — $ —
Selling, general and administrative ......... ... .. ...... 2,492 162 - — — —
S Total ...l T A $ 4222 § 716§ — $§ — ' $ —
December 31, :
2004 2003 2002 2001 2000
i (in thousands) ' '
Consolidated Balance Sheet Data: : ,
Cash and cashequivalents .............0 ... ... ... $ 45,012 $22,956 § 8,685. $ 585 $1,726
Working capital ........... .. . e " $124,351 $26,470 $12,138 $§ 946 $1,652
Total ASSELS . ..\ttt e $154,815 $61,652 $16,501 $2,127 $1916
Totaldebt ...t e '$ - & — 8 — % 10 % 13
Redeemable convertible preferred stock ....o............ § —  $14300 $13,250 '$ 200 $ 200
Stockholders’ equity (deficit) ... ........ ... . oo $127,106 $13,607 $ (147) $1,427 $1,750




ITEM 7. MIANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
’ RESULTS OF OPERATIONS

o Cautlonary Statement

This Management s Dzscusszon and Analysis of F manczal Condition and Results of Operations should be
read in conjunction. wzth .the accompanymg audited consolidated financial statements and notes included in this
report This" Annual Report on-Form 10-K contains forward-looking statements within the meaning of Section: “
27A of the Securmes Act of 1 933 and Section 21E of the Securities Exchange Act of 1934, which include, wzthout

- limitation, statements about -the market for our technology, our strategy, . competition, expected ﬁnanczal ’
performance, and ‘all. information disclosed under Item 7 of this Part Il. Any statements. about our ‘business,
financial results, ﬁnanczal condition and operations contained in this Form 10-K that are not statements of
historical fact may be deemed to be forward- lookzng statements. Without limiting the foregoing,  the words
“believes,™ “anticipates, expects’ ” “intends,” “projects,’
forward-looking ‘statements. Our actual results could differ materially from those expressed or zmplzed by these
. forward-looking statements as a result of various factors, including the risk factors described under the headirig
"“Risk Factors” and elsewhere in thzs report. We undertake no obligation to update publzcly any forward-looking
‘ statements s for any reason, except as requzred by law, even as new znformatzon becomes available or events occur
“in thefuture Tk Pl » :

21 g6 » 2

. 0vemew

We des1gn develop and market mrxed srgnal semiconductors that enable and- enhance the features and
capabllmes of small panel drsplays Our core products are color display drivers with 1ntegrated controllers which
© -“are critical’ components in drsplays used, in.mobile. consumer ‘electronics devrces We prlmanly focus on the

.. mobile handset market but some of our. products ares suitable: for use in other consumer electronic device
markets., We began operatlons ;in'2000 and began commercrally shipping our products in the third. quarter of -
. 2002. We focus on the design, development and marketing of our products and outsource all of the fabrication,

assembly and- testmg ‘of our products. We believe this concentrated focus enables us to provrde our customers
B w1th cnucal ume to- market and product drfferentlatlon advantages o
" We sell our semlconductor products drrectly to drsplay module manufacturers whrch incerporate our
A products into their display module subassemblies for* smobile handset manufacturers. We currently generate all of
© our'révenue from customers in As1a Our sales are ‘generally made pursuant to standard purchdse orders that may
- be cancelled or the shipment .dates delayed by the customer. We operate .in one operating segment, compnsmg'.
the desrgn, development and marketing of mixed- srgnal sermconductors for small panel dlsplays '

- We. expect our busmess to: be sub]ect to continued price pressure, seasonality, short product life cycles,
customer concentratlon and varymg order patterns prevalent in the mobile handset market, where demand is
typically stronger-in the second half of the year than the first half of the year. In addition, in the past, mobile
‘handset manufacturers have maccurately forecast consumer demand, which has led to significant changes in -
orders to their component supphers We have expenenced both increases and decreases in orders within the same

~ quarter and with hnuted advance notrce durmg our hrmted operatmg hrstory, and we expect such i 1ncreases and
' decreases to.oceur. in the future :

Total revenue: 1ncreased 77 9% to $150 3 million in 2004 as compared to $84.5 mrlhon in 2003. Umtl
. shipments increased 94. 3% in 2004 to a total of 55.9 million units. Total costs and expenses likewise increased
. 86.8% to $121. 2 rmlhon in 2004 as. compared to $64.9 million in 2003. Our net income increased: 37 9% to $17 6
' rmlhon m 2004 as compared to $12 8 mrlhon in 2003 - ) TN

Whilé we expenenced healthy growth in sales and proﬁtablllty for 2004, sales and proﬁts dechned in. the‘
fourth quarter of 2004.and we anticipate significant further declines in the first quarter. of 2005. We bélieve these
" declines are prrmanly the. result Of rapid shifts in the technology mix of drsplay drivers used in mobrle handset
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devices. Our sales to date have been derived primarily from color super twisted nematic lignid crystal display, or
CSTN, devices and organic light-emitting diode, or OLED, devices. Sales of OLED devices declined
dramatically in the second half of 2004, and increases in sales of CSTN devices were not enough to compensate
for the lower OLED sales. Further, the market is currently transitioning from 4K CSTN devices to 65K CSTN
and thin film transistor, or TFT, devices. This is expected to result in significant reductions in 4K CSTN device
sales in the first quarter of 2005. In the near term, we do not expect sales of our 65K CSTN or TFT products to
compensate for these anticipated declines in 4K CSTN and OLED sales.

We experienced unusually strong price pressure from customers in the second half of 2004, further driving
down total revenue. We believe there were several reasons for this trend. First, as OLED technology matured the
price premium on these products diminished. Second, we believe mobile handsets became more of a commodity
during 2004, which caused manufacturers to compete more aggressively on price. This created price pressure on
handset component suppliers, including the display driver suppliers.

Our cost increases during 2004 were primarily driven by increased cost of sales to support revenue
increases. We also increased our headcount to support our business growth, expand our engineering and sales
capabilities, and to support the additional administrative requirements of a public company. Our employee
growth is expected to continue in 2005 in spite of our anticipated revenue decline in the first quarter of the year.
We believe this employee growth is necessary to pursue current business opportunities, although we cannot
assure you that we will successfully generate increased revenue in line with headcount increases.

Critical Accounting Policies and Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the
United States (GAAP) requires management to make estimates and assumptions that affect the reported amounts
of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial statements
and the reported amounts of revenue and expenses during the reporting period. By their nature, these estimates
and judgments are subject to an inherent degree of uncertainty. In many instances, we could have reasonably
used different accounting estimates, and in other instances changes in the accounting estimates are reasonably
likely to occur from period to period. On an ongoing basis we re-evaluate our judgments and estimates including
those related to uncollectible accounts receivable, inventories, intangible assets, income taxes, warranty
obligations and contingencies. We base our estimates and judgments on our historical experience and on other
assumptions that we believe are reasonable under the circumstances, the results of which form the basis for
making the judgments about the carrying values of assets and liabilities that are not readily apparent from other
sources. We refer to accounting estimates of this type as “critical accounting estimates,” which are discussed
further below. Actual results could differ from those estimates, and material effects on our operating results and
financial position may result.

In addition to making critical accounting estimates, we must ensure that our financial statements are
properly stated in accordance with GAAP. In many cases, the accounting treatment of a particular transaction is
specifically dictated by GAAP and does not require management’s judgment in its application, while in other
cases, management’s judgment is required in selecting among available alternative accounting standards that
allow different accounting treatment for similar transactions (e.g., stock-based compensation, depreciation
methodology, etc.). We believe that the following accounting policies are critical to understanding our historical
and future performance, as these policies relate to the more significant areas involving management’s judgments
and estimates: revenue recognition, the provision for doubtful accounts, inventory reserve, warranty obligations,
income taxes and stock-based compensation.

Revenue Recognition. We recognize revenue in accordance with Securities and Exchange Commission Staff
Accounting Bulletin, or SAB, No. 104, “Revenue Recognition.” SAB No. 104 requires that four basic criteria be
met before revenue can be recognized: (1) persuasive evidence of an arrangement exists; (2) delivery has
occurred or services have been rendered; (3) the fee is fixed and determinable; and (4) collectibility is reasonably
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assured. Determination of criteria (3) and (4) is based on management’s judgments regarding the fixed nature of
the fee charged for services rendered and products delivered and the collectibility of those fees. Should changes
in conditions cause management to determine these criteria will not be met for certain future transactions,
revenue recognized for any reporting period could be adversely affected.

Allowance for Uncollectible Accounts Receivable. We perform ongoing credit evaluations of each of our
customers and adjust credit limits based upon payment history and the customer’s current credit worthiness, as
determined by our review of their current credit information. We regularly monitor collections and payments
from our customers and maintain an allowance for doubtful accounts based upon any specific customer
collection issues we have identified and our best estimate .of allowance requirements. While we have not
experienced any significant credit losses to date, we may experience substantially higher credit loss rates in the
future. Our accounts receivable are concentrated with two significant customers, and we expect them to remain
concentrated in a limited number of customers in the future. Therefore, a significant change in the liquidity or
financial position of any one customer could make it more difficult for us to collect our accounts receivable and
require us to increase our allowance for doubtful accounts.

Inventory Reserve. We state our inventories at.the lower of cost (computed on a first-in, first-out basis) or
market. We record inventory reserves for estimated obsolescence or unmarketable inventories based upon
assumptions about future demand and market conditions. If actual market conditions are less favorable than those
expected by management, additional inventory reserve may be required. We specifically reserve for lower of cost
or market if pricing trends or forecasts indicate that the carrying value of our inventory exceeds its estimated
selling price. This level of reserve is reviewed each period to ensure that it reflects changes in our actual
experience. We establish a minimum 5% reserve for all inventory to cover our estimates of potentially excess and
obsolete inventory resulting from early terminations of products, engineering changes that make a product
obsolete earlier than planned and changes in forecasts of future customer demand. Once inventory is written
down, a new accounting basis is established and, accordingly, it is not written back up in future periods. Our
inventory reserve requirements may change in future periods based on actual experience, the life cycles of our
products or market conditions.

Warranty Obligations. We provide for the estimated cost of product warranties at the time revenue is
recognized. While we engage in extensive product quality assessment, our warranty obligation may be affected
by future product failure rates, material usage and service delivery costs incurred in correcting a product failure.
We regularly monitor product returns and maintain a reserve for warranty expenses based upon our historical
experience and any specifically identified failures. As we sell new products to our customers, we must exercise
considerable judgment in estimating the expected failure rates. This estimation process is based on historical
experience of similar products as well as various other assumptions that we believe are reasonable under the
circumstances. Should actual product failure rates, material usage or service delivery costs differ from our
estimates, revisions to the estimated warranty liability would be required.

From time to time, we may be subject to additional costs related to warranty claims from our customers. If
this occurs in a future period, we would make judgments and estimates to establish the related warranty liability,
based on historical experience, communication with our customers, and various assumptions based on the
circumstances. This additional warranty would be recorded in the determination of net income in the period in
which the additional cost was identified.

Accounting for Income Taxes. We account for income taxes under the provisions of Statement of Financial
Accounting Standards, or SFAS, No. 109, “Accounting for Income Taxes.” Under this method, we determine
‘deferred tax assets and liabilities based upon the difference between the financial statement and tax basis of
assets and liabilities using enacted tax rates in effect for the year in which the differences are expected to affect
taxable income. The tax consequences of most events recognized in the current year’s financial statements are
included in determining income taxes currently payable. However, because tax laws and financial accounting
standards differ in their recognition and measurement of assets, liabilities, equity, revenue, expenses, gains and
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losses, differences arise between the amount of taxable income and pretax financial income for. a. year and
between the tax basis of assets or liabilities and their reported amounts in the financial statements. Because it is
assumed that the reported amounts of assets and liabilities will be recovered and settled, respectively, a
difference between the tax basis of an asset or a liability and its reported amount in the balance sheet will result
in a taxable or a deductible .amount in some future years when the related liabilities are settled or the reported
amounts of the assets are recovered, hence giving rise to a deferred tax asset. We must then assess the likelihood
that our deferred tax assets will be recovered from future taxable income or tax strategies and to the extent we
believe it.is more likely than not that our deferred tax assets will not be recovered, we must establish a valuation
allowance. We will continually review our estimates related to our income tax obligations, and revise our
estimates, if necessary. A revision in our estimates of our tax obligations will be reflected as an adjustment to our
income tax provision at the time of the change in our estimates. Such a revision could materially impact our
effective tax rate, income tax provision and net income. In addition, the calculation of our tax liabilities involves
the inherent uncertainty in the application of complex tax laws. We are currently under examination by various
taxing authorities. We record tax reserves for additional taxes that we estimate we may be required to pay as a
result of such examinations. If the payment ultimately proves to be unnecessary, the reversal of these tax reserves
- would result in tax benefits being recognized in the period we determine such reserves are no longer necessary. If
an ultimate tax assessment exceeds our estimate of tax liabilities, an additional charge to expense will result.

Stock-Based Compensation. We account for stock-based employee compensation arrangements in
accordance with provisions of Accounting Principles Board, or APB, Opinion No. 25, “Accounting for Stock
_Issued to Employees,” and Financial Accounting Standards Board, or FASB, Interpretation, or FIN, No. 28,
“Accounting for Stock Appreciation Rights and Other Variable Stock Option or Award Plans,” and comply with
_ the disclosure provisions of SFAS No. 123, “Accounting for Stock-Based Compensation” and SFAS No. 148,
“Accounting for Stock-Based Compensation—Transition and Disclosure.” Under APB Opinion No. 25,
compensation cost is recognized based on the difference, if any, on the date of grant between the fair value of our
stock and the amount an employee must pay to acquire the stock. SFAS No. 123 defines a “fair value” based
method of accounting for an employee stock option or similar equity investment. We use the Black-Scholes
model to estimate the fair value. This model requires the use of highly subjective assumptions, including future
stock price volatility and expected time until exercise, which greatly affect the fair value. We review these
assumptions periodically and modify them as conditions change We analyze our stock price volatility and that of
peer companies to determine the reasonableness of this.variable. We have had minimal experience with option
exercises -since our initial public offering in June 2004, and therefore currently rely on management’s best
estimate of the expected time until exercise of new stock option grants. We account for equity instruments 1ssued
to non- employees in accordance with the provisions of SFAS No. 123 and Emerging Issues Task Force, or EITF,
No. 96-18, “Accounting for Equity Instruments That Are Issued_ to Other Than Employees for Acquiring, or in
Conjunction with Selling Goods or Services.” . .

We amortize deferred stock-based compensation on the graded vesting method over the vesting periods of
the stock options, which is generally. four years. The graded vesting method provides for vesting of portions of
_the overall awards at interim dates and results in accelerated vesting as compared to the straight-line method.

In December 2004, the FASB issued SFAS No. 123(R), “Share-Based Payment,” which replaces SEAS No.
123 and supersedes APB Opinion No. 25. Under SFAS No. 123(R), we will be required to measure the
compensation costs of share-based compensation arrangements based on the grant-date fair value and recognize
the costs in the financial statements over the period during which employees are required to provide services. We
expect to adopt SFAS No. 123(R) beginning in the third quarter of 2005. The adoption of SFAS No. 123(R)’s fair
value method may have an adverse impact on our results of operations, although it will have no impact on our
overall ﬁnanc1al position. Had we adopted. SFAS No. 123(R) in prior periods, the impact of that standard would
have approx1mated the impact of SFAS No. 123 as described in the disclosure of pro forma net income and
earnings per share in Note 2 of Notes to Consolidated Financial Statements included in this Form 10-K.
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= e DU Y e YearsEndedDecember3l,

i Net income (loss) .-

; Total Revenue

PR

Results of Operatlons

The followrng table summarrzes the results of our operatrons as a percentage of total revenue for the three
years ended December 31 12004 : o . :

I
|
- o
N i

SV . . B -

T CRER 2004 - 2003 2002 .o
" Towlrevenue LT T L 1000% 100.0%  1000% '
* Cost of revenue.. Sl T 65.0% 0 643% 0 85.9%
Researchanddevelopment,....J;”..‘.._.'..'.,L-..r"_.f..f:.:...‘. cor . 88% 77% 17.7%

41% T 40% 189%
8% 09% _00%

80.7% 76.9% 122.5%

193%  23.1% (22.5%) .-
L% 15.1% (21.0%)

- Selling, general and admrmstrauve

* Stock- based compensatron‘._:‘,. AR '

) Total costs\ and expenses ci

=y Operatlng income (loss)

- 3 “ ‘ N “‘"Change 2003~ Change é002
N S TS (o thousands) '
$150 250 77 9% $84 456 970 O% $7 893

Total revenue :

AJ-..‘v

‘ Total revenue 1ncreased 77 9% to $150 3 million’ in 2004 as compared to $84 5 million in’ 2003. Unit

: slupments ncreased 94 3% ‘to approx1mately 55.9 million units in 2004 as compared to ‘approximately 28.8

. mrlhon unifs-in 2003 as mobrle handset models: using ouf dlsplay drivers experienced hrgher sales, we expanded

our ‘product offermg andour products were included ‘in more mobile handset" des1gns While total revenue

"‘mcreased substantrally in 2004 cordpared 62003 we expenenced a decline in revenue in‘the fourth-quarter of

2004 as compared' ¢ the third quarter “of 2004 Thrs deéline was primarily the result of srgmﬁcant reductions in

: shrpments of our OLE]D dev1ces w1th mcreases in shlpments of our CSTN products linable to' compensate for-

OLED. declines. We currently expect our revenue ‘to dechne s1gn1ﬁcant1y in the first quarter of 2005 as compared

*'to the' fourth quarteraof 2004; pnmanly due to transrtromng to néw products. We expect demand for our older 4K

CSTN products 10 declme substantrally, arid“we do. niot expect shipments of our newer 65K CSTN and TFT
products to make up for these revenue reduct10ns "Additionally, we do not expect OLED sales to increase in the
near future, We-also expenenced pnce pressure 1n 2004 "at levels above what is normally experienced in our

» mdustry, particularly-in.the- second half of the year asa result of competitive pricing for handsets driving. down

prices of handset components mcludmg dlsplay drivers.. We believe significant price préssure will continue in
the ﬁrst half of 2005 :

- Our first products entered commerc1a1 productlon in-the third quarter of 2002 wrth revenue increasing
‘substantlally throughout 2003 pnmanly as-a-result of increasing volume shipments. Revenue from sales to a-
related party was $0.3 nulhon in 2002. There was no revenue from sales to related part1es in 2004 or 2003 as the
customer ceased to be- a related party durmg 2002 :

v 1 .

1

- mllhon in 2002.: Th1s was revenue rece1ved for development work completed at the request of customers and to »

‘their spec1ﬁcat10ns “We ‘do” not separately track contract development ‘costs from our overall research and

' development ‘efforts’ Accordrngly, costs related to these contracts are included in research and development
B expense We expect these contracts to contrnue o’ compnse a small percent of our total revenue in the future

’V . X *
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Revenue by Customer

‘ . % of Revenue for the % of Accounts Recéivab}e i

“ Years Ended December 31, at December 31,
. . 2004 _ 2003 2002 2004 ) 2003
Philips Mobile Display Systems ... ........ ... 523% 759% 61.5% 727% 69.2%

Samsung SDI ............. e e 36.7% 234% 275% 10.2% 29.7%,

Virtually all of our revenue in 2004, 2003 and 2002 was from two customers: Philips Mobile Display
Systems, or Philips MDS, and Samsung SDI Co., including its wholly-owned subsidiary, Samsung OLED Co.
Ltd. These.two customers represented §9.0%, 99.3% and 95.0%- of total tevenue in 2004, 2003 and 2002,
respectively. We diversified our customer base in 2004 compared to 2003, resulting in a lower percent of our
_revenue from these two customers. '

3

-Revenue by Geography

The following table summarizes revenue by :geographic region, based on the country in which the customer
is located: . ‘ .

- Years Ended December 31,

‘ | ‘ 2004 2003 2002
CCRINE e e, 544%  758% 61.5%
CKorea. ............... F R e . ..417 239 288
Talwan [......c..oerii i 3.8 0.3 3.7
Other ..o e PRI e 01— —
. Total revenue ........... T P P ..~ 100.0% 100.0% 100.0% -

~ All of our sales to customers in Korea were invoiced in Korean won. All other sales were invoiced in U.S.
dollars. . ' ' ' S

Cost of Revenue

: % of Total . % of Total % of Total

2004 - - revenue 2003 - revenue 2002 revenue

_ ‘ . (in thousands) ‘ _ _
Cost of revenue, ..... ... ... 897725 65.0%. $54305  643% $6,781  85.9% .

Cost of revenué consists primarily of the costs of purchasing fabricated silicon wafers. We do not have long-
‘term fixed-price supply contracts with our foundry contractors, therefore our wafer costs could fluctuate with the
cyclical-demand for semiconductors and availability of foundry capacity. In addition; after we purchase wafers
from foundries, we also face the yield risk associated with manufacturing these wafers into finished products.
Cost of revenue also includes costs associatéd with assembly, test and -shipping of our products, costs of
personnel and equipment associated .with manufacturing support and quality-assurance, and occupancy costs.
Cost of revenue as a percent of revenue has varied from quarter to quarter based on the mix of product
technologies, foundry prices, average selling -prices and seasonality. We expect these fluctuations to continue in
the future. . - a s -

Cost of revenue increased marginally as a percent of revenue in 2004 compared to 2003 due primaﬁ_ly to-
reductions in average selling prices of our products as a result of our product mix and greater price sensitivity in
the mobile handset market, which continues to-drive down component prices. Additionally, we recorded a charge
of $3.5 million to write:down inventory. due to inventory quantities on hand in excess of forecasted :demand.
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T’hese‘ cost increases ,w"ere‘ partially offset by better manufacturing yields realized by our subcontractor suppliers.
due to maturity-in 'the manufacturing processes, as well as our fixed costs being spread over-a higher revenue
base. Cost of reventie* declined 4s ‘@ peércent 'of revenue in 2003 from 2002 levels, as manufacturing yields
improved :and fixed ‘costs, such as' mask costs, were spread over a larger revenue base. Cost of revenue from
related party, which was comprised solely of costs of product sales, was $0.2 million in 2002, ’

In future periods, cost of Tevenue as a percentage of revenue-may fluctuate due to changes in the cost of
manufacturing at“our sﬁbcontrédtprs_;:averageA'se'lling price fluctuations due to price declines, changes in our

product mix-and the fiming‘b‘f new- product inroductions. Cost of révenu‘e increased as a percent of.total revenue
“in the fourth quarter_of 2004," to. 71:1%, due to a dramatic shiff in the mix ‘of product sales and steep price
- déclines. Cost of reveriue is expected ‘to:remain flat to slightly higher in the first quarter of 2005 as compared to
- the fourth quarter of 2004, due t6 -eXpected lower revenue' levels, continued price pressure on mobile handset
. components and product mix, partially offset by reduced wafer costs. s o
Research and Development .-

%l 2004 . Change | 2003 . Change. - 2002

e Lo el T : (in thousands) . .
: .~_Researbhand’deyelopment};.;,..4.'...:.‘...-...';.- 813,234 104.0% $6,488  364.1% $1.398

'%.ofT'g')ta‘l;,rﬂév_e,nge:_.“, . 8.8% - 17% 17.7%

X

- BN T IV o L
- Research*and development expenses consist of costs. related to development testing, evaluation, masking
revisions, compénSaﬁ'égp_ and_related. costs” for personnel, occupancy .costs and depreciation on' research and
development ‘equipment.. All reséarch’ and 'development costs are expensed as incurred. We believe that a
significant amount 6f ‘rc's'e,a_rch and development expenses: will be required for us to remain competitive in the
future, and we. éxPec_'t to confin_ueto increase our spending on research and development in absolute dollars, In
2005, research and;dévelLOpm:tant" expenses will increase in both absolute dollars and as a percent of revenue.
"' 'Research and devélopment expenses increased both in absolute dollars and as a percent of revenue in 2004
compared to 2003. 'Approximately $5.7/miilion of the increase in 2004 was due to higher development activities
for ‘test. wafers and mask’ sets related to new products and related process technologies. The remaining "$1.0
million. -of iricfegisé was due. to ‘h,e’adéount‘ increases to support additional product development activities
associated with a larger number of new products under development. L o

- Reseé:ch’i and déYélopment~'<e}ipehé§s i_né;}qas’ed_ in.absolute dollars, but decreased as a percent of revenue in -
2003. compared to 2002, The increase” in absolute dollars in 2003. was. due to engineering costs and increased

reyenue base and the use of more mature manufacturing technologies.

Seling Generaland Adminiiratve ey
R SR A 2004 ° Change 2003 - Chamge 2002

Lo I T S 7 (in thousands) S
Selling; general and administrative Sl el $6,053 79.3% $3,376 - 126.1% * $1.493 SR
* % of Total revenué' .. '+, ;- ool 4.1% ST 40% w189%

L '.Sellil'lg,'gener\al and admiqiétraﬁvé expenses Consislt,‘_prim'arily of compensation and related cost‘s,‘ of
personnel in. general :_-‘managemcnt‘, sales, finance and: information technology, as well as outside legal and
Saccounting costs. N a0 S . PR

. Sellihg, '~gehefallaﬁd{Sdnﬁnis&atiye.eg(pénses"incrgased in absolute dollars in.both 2004 and 2003 compared
.to the previous ‘years. Approximately~-$2.2 ‘million-of the.increase in 2004 was due to headcount, increases to." .
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support our significant revenue growth and the expansion of our infrastructure to support a larger and more
complex operation. The remaining increase was due to increases in legal, accounting and insurance costs
resulting from our growth and additional costs required of a public reporting company. Selling, general and
administrative expenses remained flat as a percent of revenue in 2004 as compared to 2003 as the absolute dollar
increase was in line with our revenue growth. These expenses decreased as a percent of revenue in 2003 as
compared to 2002 as a result of the significant increase in revenue in 2003.

Selling, general and administrative expenses are expected to increase throughout 2005 compared to 2004.
We believe these increases are necessary to build the sales and administrative infrastructure required to achieve
our desired growth in future periods. We will also incur additional costs associated with being a public company,
including costs associated with complying with the Sarbanes-Oxley Act of 2002 and costs associated with public
reporting for the full year. These increases are expected to result in selling, general and administrative expenses
representing a greater percent of total revenue in future periods. In the first half of 2005, these costs will increase
substantially as a percent of revenue due to anticipated revenue declines.

Stock-Based Compensation
2004 Change 2003 Change 2002

(in thousands)
Stock-based compensation ...................... $4222  489.7% $716 N/A $—
P of Totalrevenue ..............cvovuunvnn, 2.8% 0.9% 0.0%

In connection with grants of stock options during 2004 and 2003, we recorded deferred stock-based
compensation within stockholders’ equity due to the difference between the exercise price and the estimated fair
value of common stock on the date of grant. We did not incur any stock-based compensation charges in 2002
because the fair value of our stock determined for financial reporting purposes was equal to the fair value
determined by the board of directors on the date of grant for all employee options issued in 2002 and earlier
years. We make stock option grants to our employees and consultants to supplement cash compensation, provide
an additional incentive to employees, and to align employee incentives with stockholder objectives. The
compensation expense is amortized on an accelerated basis over the vesting period of the option grants, which is
generally four years. We report stock-based compensation separately, rather than including it in each expense
classification, as we believe this allows for more meaningful comparison of operating expenses between periods
and more consistent comparison of our financial results with other companies.

During 2004 and 2003, we recorded an aggregate of $8.6 million in deferred stock-based compensation
within stockholders’ equity. As of December 31, 2004, we had an aggregate of $3.3 million remaining to be
amortized. Amortization expense will be approximately $2.1 million in 2005, $0.9 million in 2006, and an
aggregate of $0.3 million in 2007 and 2008. Stock options are now granted at the fair value of our stock on the
option grant date, determined by the closing price of our common stock on The NASDAQ National Market.

Interest and Other Income, net
2004 Change 2003  Change 2002

(in thousands)

Interest and other income, net ................c..... $956  1,520.3% $59  (50.4)% $119

The increase in interest and other income, net in 2004 as compared to 2003 was primanly due to interest
income earned on our increased average cash balances as a result of approximately $76.5 million in proceeds
from our initial public offering in June 2004. In 2003, higher interest income resulted from higher average cash
balances compared to 2002, and was partially offset by foreign exchange losses on U.S. dollar-denominated
transactions in Korea where the functional currency is the Korean won.
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Provision for Income Taxes

2004 Change 2003  Change 2002

: . (in thousands) .
Provision for i 1ncome taxes ...... e $12,379 80.2% $6,870 N/A $—
Effectivetaxrate ...........cciiiinnennnnnnnn 41.3% 35.0% 0.0%
% of Totalrevenue ...................... 8.2% 8.1% . 0.0%

The provision for income taxes increased in 2004 over 2003 in both absolute dollars and in the effective tax
rate. The increase in absolute dollars was due to our higher pre-tax income in 2004. The increase in the effective
tax rate in 2004 as compared to 2003 was primarily due to the significant increase in stock-based compensation
expense, which is not deductible for tax purposes. Excluding the stock-based compensation expense in both 2004
and 2003 our effective tax rate would have been 35.9% and 33.7%, respectively. In 2003, we released our $0.8
million valuation allowance as we concluded it was more likely than not that our deferred tax assets would be
fully recovered due to the significant improvement in operating results. This lowered our effective tax rate for
2003. In future years, a larger portion of our revenue is expected to be derived from sales in countries with lower
tax rates, which is expected to result in our effective tax rate decreasing.

Liquidity and Capital Resources

. We have financed our operations primarily through sales of equity securities and through cash generated
from operations. Since our inception, we received a total of $16.3 million from private offerings of our equity
securities and stock option exercises and $76.5 million from our initial public offering of our common stock. As
a result, working capital increased from $12.1 million at December 31, 2002 to $26.5 million at December 31,
2003 and to $124.4 million at December 31, 2004. Cash, cash equivalents and short-term investments at
Decémber 31, 2004 were $109.0 million.

Net cash provided by opelfating activities was $9.6 million for 2004, compared to $13.9 million for 2003. An
increase in net income of $4.8 million, an increase in inventory reserve of $3.5 million and an increase in
deferred compensation expense of $4.5 million were offset by a decrease of $4.7 million in accounts payable, an
increase in accounts receivable of $1.4 million, an increase in inventory of $3.6 million and a decrease of $5.7
million in tax related payment accounts.

Accounts receivable increased $1.4 million in 2004, primarily due to timing of customer payments. Our
days sales outstanding, or DSO, increased to 83 days at December 31, 2004 as compared to 64 days at December
31, 2003. We expect DSO to range from 60 to 90 days in the future. While total revenue increased substantially
in 2004 as compared to 2003, total revenue decreased in the fourth quarter of 2004 as compared to the fourth
quarter of 2003. Accounts receivable increased $24.0 million in 2003 as compared to 2002, based on significant
revenue increases in 2003, particularly in the fourth quarter of that year.

Inventory increased $3.6 million in 2004 and $5.7 million in 2003. Our annualized inventory turns were
approximately 14 in the fourth quarter of 2004 as compared to approximately 19 in the fourth quarter of 2003. In
2003, inventory turns were unusually high as a result of strong demand and a limited product portfolio. Based on
the significant sales declines expected in the first quarter of 2005 and our reserve policies, a greater percent of
gross inventory is reserved at December 31, 2004. In 2003, the inventory build was primarily in anticipation of
increasing sales voluine in subsequent periods. We expect inventory turns to decline in future periods, as
inventory balances are expected to increase with a larger and more mature product portfolio and an 1ncreasmg
percent of our sales expected to come from standard products rather than customized products.

Accounts .payable and accrued liabilities decreased. $4.6 million in 2004. Our manufacturing activities
slowed in the fourth quarter of 2004 as sales slowed. In 2003, accounts payable and accrued liabilities increased
$26.1 million due to our revenue growth and corresponding increased manufacturing activities.
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Prepaid income taxes increased $3.2 million and taxes payable decreased $1.4 million in 2004. This is
primarily due to our fourth quarter estimated tax payment, which is based on profitability during the first three
quarters of the year. However, our pre-tax income decreased significantly in the fourth quarter as compared to
earlier quarters, resulting in the large prepayment. The prepaid income taxes will be used in 2005 by applying the
prepayment to future tax estimates or through tax refunds.

Net cash provided by operating activities for the year ended December 31, 2003 was $13.9 million
compared to net cash used in operating activities of $3.3 million for the year ended December 31, 2002. In 2003,
sources of net cash provided were net income of $12.8 million, which included adjustments for non-cash charges
of $0.9 million related primarily to stock-based compensation. Additional sources of cash included increases in
payables and liabilities of $26.1 million and increases in taxes payable of $4.3 million. These sources of cash
were offset by increases in receivables of $24.0 million and inventory of $5.7 million. The large increases in
current asset and liability accounts reflected our significant revenue growth in 2003. In 2002, the primary uses of
cash were our net loss of $1.7 million and receivables increases of $4.2 million as we commenced commercial
shipments in the third quarter of 2002. These uses of cash were offset by $2.7 million of increases in payables
and liabilities. :

Net cash used in investing activities was $63.8 million for the year ended December 31, 2004, $0.7 million
for the year ended December 31, 2003 and $1.6 million for the year ended December 31, 2002. In 2004, we
invested $64.0 million of the net proceeds from our initial public offering and operating cash flow in short-term
investments. We also purchased $1.3 million of fixed assets, primarily for test equipment in Korea and buildouts
of newly leased facilities in our international locations. These uses of cash were offset by proceeds from the
expiration of a letter of credit in March 2004. In 2003, we purchased $0.7 million of fixed assets, which consisted
primarily of office furniture and computer equipment required for additional headcount, and implementation of a
new computer system. Uses of cash in 2002 included $1.4 million of investments in restricted cash to secure a
letter of credit and $0.2 million of property and equipment acquisitions. Net cash from investing activities may
vary significantly in future periods as we evaluate our investment portfolio and our mix of investments classified
as cash equivalents, short-term investments and long-term investments. Any such changes will conform to our
investment policy, with the primary objective of preserving our cash through conservative investments.
Additionally, we currently expect fixed asset purchases to be approximately $3.0 million to $4.0 miilion in 2005,
which is significantly higher than in previous years. Planned additions are primarily for software and computer
equipment used by our design engineers, as well as equipment and facilities for our planned headcount increases.
Our planned fixed asset additions are subject to revision based on our financial performance and outlook for
future periods.

Net cash provided by financing activities was $76.7 million for the year ended December 31, 2004, $1.1
million for the year ended December 31, 2003 and $13.1 million for the year ended December 31, 2002. The
increase in 2004 is almost entirely due to proceeds from our initial public offering completed in June 2004. In
2003 and 2002, the increases were almost entirely due to proceeds from sales of our Series B redeemable
convertible preferred stock, and secondarily from stock option exercises.

We believe that our cash balance and cash generated from operations will be sufficient to fund our
operations for at least the next twelve months. With no debt and a strong working capital position, we believe
that we have the flexibility to continue to invest in further developing our technology and expanding our market
presence. Significant financial requirements, such as the acquisition of another company or research and
development efforts in a new technology, may result in the need for additional cash to fund these new
requirements as well as our ongoing business activities. If needed, we would seek to obtain equity or debt
financing to fund these activities. We cannot assure you that equity or debt financing will be available when
needed or, if available, that the financing will be on terms satisfactory to us and not dilutive to our then-current
stockholders. We currently have no plans that would require us to seek additional cash.

In 2005, our liquidity could be negatively impacted by a decrease in demand for our products such as that
anticipated in the first quarter of 2005. Our products are subject to rapid technological change, among other
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factors, which could result in revenue variability in future periods. Further, we expect to continue increasing our
headcount, especially iri'engineering and sales, to pursue growth opportunities and keep pace with.changes in
technology. Should the revenue declines anticipated in early 2005 worsen or revenue levels fail to return to or
exceed levels .achieved in previous periods, our increased headcount would result in sustained losses and
reductions in our cash balance.

Contractual Obhgamms

Purchase obligations are compnsed of orders for materials and services to build our inventory. We depend
entirely upon subcontractors to-manufacture our silicon wafers and provide assembly and test services. Due to
lengthy subcontractor lead times, we must order materials and services from these subcontractors well in advance
of required delivery dates, and we are obligated to- pay for them in accordance with the payment terms. We
expect to receive and pay for i mventory purchased under these purchase obligations within the next three months.

< The followmg sets forth our commitments to settle contractual obligations in cash as of December 31, 2004
(m thousands):

Payments Due by Period . :
. Less than 1-3 4.5 . More than
o ) ) Total ‘ 1 year 7 years years 5 years
Operatmg lease obhgatlons ...... e $1,640 $ 461 . $558 $512 . 3109
. Purchase obligations .. .;v... ..o i . 4,074 4,074 - — — —_
R 'Total R S .. 85714 84,535 $558  §512  $109

Off-Balance-Sheet Arrangements

As of. December 31, 2004 we had no off- balance sheet arrangements, as defined in Item 303(a)(4)(ii) of
SEC Regulation S- K

Risk Factors i .] S

~ This Annual Report on F orm 10-K contams forward-looking statements that involve nsks and
uncertamtzes, including statements ‘about our future ‘plans, objectives, intentions and expectations. Many
Jfactors, including those described below, could cause actual results to differ materially from those discussed iri
any forward-looking statements. In those cases, the trading price of our common stock could decline and you
may lose all or part of your. mvestment

.. We depend on two customers for nearly all of our revenue and the loss of, or a significant reductlon in
orders from, eltlheroft‘ them would s1gmficantly reduce our revenue and adversely impact .our operating
results. h '

‘We sell display drivers to,display module manufacturers serving the mobile handset market. During 2004
our top two customers,.l’hxhps Mobile Display Systems, or Philips MDS, and Samsung SDI Co., including its
wholly -owned subsidiary, Samsung OLED Co. Ltd., accounted for approximately- 52.3% and 36.7% of our
revenue, respectlvely ‘The loss of sales to either Philips MDS or Samsung SDI would have a significant negative
impact on our business. lFor example, we experienced a decline of sales to Samsung SDI in the fourth quarter of
2004 and expect sales to Phlhps‘MDS to decline in the first quarter of 2005. This decline had, and the expected
decline. will have, a significant{negative impact on our business. As further discussed in a risk factor below,
because our sales to these customers are made pursuant to standard purchase orders rather than contracts, orders
may be cancelled or reduced more readlly than if we had Jong-term purchase commitments with these customers.
In the event of a cancellatlon or. reduction of an order, we may not have enough time to reduce operatmg
expenses to minimize the effect of the lost revenue on our business. :
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In addition, we believe that nearly all of our semiconductors sold to Philips MDS are used for products sold
for-use in Nokia mobile handsets, and most .of our semiconductors sold to Samsung SDI are used for products
sold for use in Samsung mobile handsets. The loss by Philips MDS or Samsung SDI of sales to Nokia or
Samsung, respectively, would also have an adverse effect on our business. Our market has a relatively small
number of potential customers and we expect this market concentration to continue for the foreseeable future.-
Therefore, our operating results- will likely continue to depend on sales to a relatively small number of customers,
as well as the ability of these customers to sell products that 1ncorporate our display drivers.

-Our business is highly dependent on the mobile handset market, which is highly concentrated and
characterized by short preduct life: cycles, fluctuations in demand and seasonality, any of which could
negatively impact our business or results of operations. '

The mobile handset market is characterized by intense competition among a concentrated greup of
manufacturers, rapidly evolving technology, and changing consumer preferences. These factors result in the
frequent introduction of ‘new products, short product life cycles, continually evolving mobile handset
“specifications and significant price competition. If we, our customers or mobile handset manufacturers are unable
to manage product transitions, our business and results of operations could be negatively affected.

. We expect our business to be subject to seasonality and varying order patterns in the mobile handset market.
In the mobile handset market, demand is typically strongér in the second half of the year than the first half of the
year. Howeéver, in the past mobile handset manufacturers inaccurately forecasted consumer demand, which led to
significant changes in orders to their component suppliers. We have experienced both increases and decreases in
orders during our limited operating history within the same quarter and w1th hmned advance notice, and we
expect such increases and decreases to occur in the future ‘

Our limited operating history makes it difficult for us to assess the 1mpact of seasonal factors on our
business. If. we, or our customers, are unable to increase producuon of new or existing products to meet any
increases in demand due to seasonality or other factors, our revenue from such products would be adversely
affected ‘and this may damage our reputation with our customers and the mobile handset manufacturers.
Conversely, if our ‘customers or the mobile handset manufacturers overestimate consumer demarnd, théy may
reduce their orders or delay shipments of our products from amounts forecasted and our revenue in a parﬂcula.r
penod could be adversely affected. : '

The average sellmg prices of our products could decrease rapidly, which may negatlvely 1mpact our
revenue and operatmg results -

We may expeneuce substantial penod -to-period fluctuations in future operating results if our average sellmg
prices decline. We may reduce the average unit price of our products in response to competitive pricing pressures,
new product introductions by us or our competitors and other factors. The mobile handset market is extremely cost
sensitive, which may result in declining average selling prices of the components comprising mobile handsets. For
example, we experienced significant declines in the average selling prices of our products in the fourth quarter of
2004 -as compared to the third quarter, due to very competitive pricing of mobile device modules by module
makers who in turn sought reductions in display driver prices. We expect that these factors will continue to create
downward pressure on our average selling prices and operating results in the first half .of 2005. To maintain
acceptable operating results, we will need to develop and introduce new products and product enhancements on a
timely basis and contmue to reduce our costs. If we are unable to offset any reductions in our average selling
prices by i 1ncreas1ng our sales volumes and corresponding production cost reductions, or we fail to develop and
introduce new products and enhancements on a timely basis, our revenue and operating results will suffer.

We are dependent on sales of a small number of ptoducfs,; emd the absence of continued market
acceptance of these products could harm our business.

We derive a substantial portion of our revenue from a limited number of display driver models used in
mobile handset displays, and we expect to continue to derive a substantial portion.of our revenue from these or
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related products in the near term. We currently have a total of ten products in volume production. Our product
portfolio has traditionally been'heavily weighted toward products based on’color.super twisted nematic liquid
cfystal‘display, or CSTN; andicolor organic ljghtéenllitting;dibde,v(‘)r OLED, technology. As a result, decline-in’
market demand. fgir “one or. more of our products could result in a significant decline-in revenue and teduced
operating results.. For example;.demand for our OLED drivers has declined recently relative to display drivers

based on. other ‘technology, i;_icluding thin film transistor liquid crystal display, or TFT. This decline in the

demand for OLED,,driyers‘ negatively impacted. our busines"s in the fourth quarter of 2004 and is expected ‘to
result in lower sales-in the first quarter of 2005. Similarly, demand for our CSTN drivers with 4K resolution has

- declined. as-handset manufacturers have begun transitioning to displays with 65K resolution. We expect to begin

volume shipmentsof TFT prOtipCts in 2005.and have recently begun volume production of one of our 65K CSTN

~ products and have announced sampling of an additional 65K CSTN-driver: Market acceptance of these new TET

products, as well as the riext generation of our CSTN products, is-critical to our future success.

P . . ! PR . .

gy o ;We expeét:o'}lglﬁ'f quaﬁe’rl'y‘ﬁnancial results to fluctuate, which niay lead to volatility in our stock price. -

it

5 Our ‘revente and Gperating results have fluctuated from quarter to‘quarter in thé past and are expected to

* continue to do so in the fut;iré;k?Foriéxampl'e, we currently expect our revenue to decliﬁé'signiﬁcantly‘in the first
quarter. of 2005 as compared to the fourth quarter of:2004, primarily due to transitioning to.new products. As a

 result, you should: not rely on| quarter-to-quarter comparisons of our operating results as an indication of our
future pgrfqnnagicé.,ﬂucgqatigpg in our revenue. and operating results could negatively
~our stock. In addition, our revenue,and results. of operations may; in the future, be below the' expectations of

affect the trading price of

-~ analysts and investors; which could cause our stock price to decline. Factors that are likely to cause our revenue
" and operating results to fluctuate include the risk factors discussed throughout this section. . )

" If we are unablé o

imely develop new and enhanced products that achiéve market acceptance, our

operating results and competitive position could be harmed, = -

i ‘:;O,ur fﬁtgre shé_ggsgﬁﬁl .depend‘,_oin our ability to develop new drivers and product enhancen:ients that achieve ‘

" timely. and cost-effective market acceptance. The developmerit of our drivers is highly complex, and we have.

experienced, and in the future may experience, delays in the development and.introduction of new products and

- product enhancements. In addition, because we sell our products directly to display module manufacturers, we
- have limited visibility into the specification requirements of the mobile handset manufacturers, making it more

Ty

‘ difficult for us to influence or. predict. future technology requirements, Once a display module manufacturer or

.mobile handset manufactirer designs a competitor’s product into its product offering; it becomes significantly.

more difficult fér: us to sell \‘?u: pr;oducts to that customer because changing suppliers typically involves
significant‘Cost, time; effort and risk for the customer. e ‘

pf T b S e

; VSuCces‘Sﬁﬂ’pr’bHu(;t'- dé\;eldfiment‘ and market acceéptance of our products’ depend-on a number of factors;-

including: ¥~ 7 e e

o1 * accurate prediction of changing, requirements of customers within the mobile device and small panel

2y

:vdi;spla};‘mark‘ets; S L N T _ .

', & *timely completion’ and introduction of new designs, including die shrink versions of existing products; *.

'+ tirdely qualification and certification of our drivers for use in our customers’ products;

. a
4

“incorporated;: - :.o i .. - : T : _ a

¥ B

=+ 1 e. commercial ‘acceptancé:‘and .commercial ‘production of the products into which our drivers-are: .

. avajla_l)’ility;"tqu;e‘l']jty! price, perfonnancg, power use and size of our products as compared to competing
products and technologies; " " = - DA o I
°  our customer service and support éz;pabilities and responsivéeness;

e, succéssfuldei{elopment:of‘ou‘r.relatioﬁships with existing and potential customers; . . -
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* mobile service providers” demand for handsets incorporating our products; and -

+ changes in technology, industry standards or"en‘d-user preferences.

We cannot assure you that products we recently developed, such as our 65K CSTN drivers or our recently
announced TFT drivers, or products we may develop in the future, will achieve market acceptance. If these
" drivers fail to achieve market acceptance, or if we fail to develop new products that achieve market acceptance,

our growth prospects, operatmg results and competitive position could be adversely affected. :

If we are unable to comply with evolving customer specnﬁcatmns and requirements, customers may '
choose other products instead of our own.

Our products are incorporated in display modules, whjch must comply with mobile handset manufacturers’
continually evolving specifications. Our ability to compete in the future will depend on our ability to comply
with these specifications. As a result, we could be required to invest significant time and effort and to incur
significant expense to redesign our products to ensure compliance with relevant specifications. Tf our ‘products
are not in comphance with prevailing specifications for a significant period of time, we could miss opportunities
to have customers choose our drivers over those of our competitors early in the customer’s design process, which
is known as a design win. Loss of design wins could harm our business because display module manufacturers

and mobile handset manufacturers typically do not change display drivers once a display module 1s designed. In
- addition, loss of a design win may make it more difficult to obtain future design wins with the manufacturer. We
may not be successful in developing new products or product enhancements that achieve. market acceptance. OQur
pursurt of necessary technological advances requrres substantial time and expense and may not be successful,
which would harm our competitive position:

Our products are complex and may require modifications to resolve undetected errors or failures,
which could lead to an increase in our costs, a loss of customers or a delay in market acceptance of our
products .

Our small panel display drivers are highly complex and may contain undetected errors or failures when first
introduced or as new revisions are released. If we deliver products with errors or defects, we may incur additional
development, repair or replacement costs, and our credibility and the market acceptance of our products could be
harmed. Defects could also lead to liability for defective products-as a result of lawsuits against us or our
customers. We have agreed to indemnify, our customers in some circumstances against liability from defects in
our products. A successful product liability claim could require us to make significant damage payments.

Our small panel display drivers comprise only part of a complex display subassembly manufactured by our
display module customers. As a result, our drivers must operate according to specifications with the -other
components in-the subassembly. For example, in the subassembly our drivers are attached to the display glass
and must interoperate with the glass efficiently. If other components of the subassembly system fail to operate
efficiently with our drivers, we may be required to incur additional development time and costs optimizing the
interoperability of our drivers with the other components.

Our limited operating history makes it difficult for us to accurately forecast revenue and
appropnately plan our expenses.

_ We were formed in May 2000 and had our initial meamngful shlpments of products in the third quarter of
2002. We have limited historical financial data from which to predict our future revenue and expenses.
Moreover, we do-not sell directly to mobile handset manufacturers, which gives us limited visibility into their
order patterns and sales of their products.” As a result of our limited operating history and limited visibility into
‘mobile handset manufacturers’ demand, it is difficult to accurately forecast our future revenue and budget our
operating expenses. The rapidly evolving nature of the mobile handset market and other factors that are-beyond

27




" .our control also limit our.ability to accurately forecast revenue and expenses. Because most of our expenses are .
fixed in the short térm -or 1ncurred in advance of, antrcrpated revenue, we may not be able to decrease our '
‘ expenses ina trmely manner to offset any shortfall in revenue. :

ﬂ:“
R PR

_4 u We do not expect to sustam our recent revenue growth rate, so you: should not rely on the result.s of
v ,recent penods as an indication of future revenue growth. - - ‘ S e

We have recently expertenced significant revenue. growth Specrﬁcally, our antiual revenue grew 970% in:
~..2003 and 78% in 2004. We do not expect similar revenue growth rates in future periods. Growth and expansion
* " of ‘our operations places srgmﬁcant strain on our management information systems, financial. reporting controls
] ‘and personnel. We: ‘may not be ablé to trmely develop the internal infrastructure or collaborative relationships
necessary to manage future growth ‘Accordingly, you should not rely on the results of any prior annual penods as
' an indication of our future revenue growth or ﬁnancral results

.

We have mcurred operatmg losses in the past and may incur s1gmficant operatmg losses in the future.

‘ We mcurred net losses of approxrmately $0.1 mllhon and $1 7 million for the years ended December 31,
-2001 and 2002, respecnvely, and net income of approx1mately $12.8 million for the year ended December 31,
2003 and approxrmately $17 6 rmlhon for the'year ended December 31, 2004. Despite realizing net income for
. the years ended: December 31 2003 and December 31, 2004, we may incur losses in the future. We currently ,

. anttcrpatc mcurnng ‘3 loss in"the ﬁrst quarter, of 2005. Our ability to return to or sustain proﬁtablhty on a

quarterly or annual basis in the future depends in part on our abrlrty to develop new products the rate’ of growth
of our tafget markets, the competluve position of our products the continued acceptance of our customers’
" products, and. our. abrhty to manage expenses. We may not achreve or sustain proﬁtabrlrty on a quarterly or
‘ annual bas1s

Co
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: fIf we_ fail to accurately fforecast castomer demand ‘we may have excess or insufficient mventory,
whrch may mcrease our operatmg costs and harm our husmess '

: To ensure avarlabrhty of our products for our eustomers in"some cases we start the manufacturmg of our
' products ‘based on.-forecasts provrded by these customers in advance of receiving purchase orders.-However,
: ;these forecasts do'not represent bmdmg purchase commitments, ‘and we do not recognize revenue from these
“‘»products until they are shrpped to the customer. In addition, our ability to accurately forecast demand for our
products i§ limited by our lack:of a direct relattonshrp with mobile handsét manufacturers. As a result, we incur
" inventory and manufacturmg costs in advarce of- anticipated revenue. Because demand for our products’ may not
‘materialize or may decrease rapidly, manufactunng based on forecasts. subjects us to risks of high inventory
carrymg ‘costs and mcreased obsolescence and may increase our costs. If we overestimate customer demand for
‘ our drivers or if purchase -orders are cancelled or shipments delayed, we may end -up with excess inventory that
- we carinot sell ‘which would harm our ﬁnanc1a1 results: This inventory risk is exacerbated because many' ‘of our
products are customrzed whrch hampers our abthty to sell any excess 1nventory to the general market ERE

Our customer orders are’ subject to cancellatron, reductlon or delay im dehvery schedules, whlch may
N result in lower than antucrpated revenue.

. Our sales are generally made pursuant to standard purchase orders rather than long term purchase
"f,comm1tments These purchase sorders may be cancelled or modified or the shipment” dates delayed by the
. <customer, Although we have not.in the past expenenced significant cancellations. of orders, we may in the future
experience such. cancellatlons We have 'in the past experienced, and may.in the: futire -experience, delays in
- 'scheduled sh1pment dates, wh1ch have ‘on occasion resulted; and may in the futute result, in our. recognizing -
~fevenue in'a’ later period than anticipated. We have -also experienced reductions to prev1ous1y placed purchase '
- orders. Any cancellatlon modlﬁcatlon -or delay in shrpments in- the future may result.in lower than ant1c1pated
revenue. T T - i :
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We face significant competition and may be unsuccessful in competing against current and future
competitors.

The markets for semiconductors generally, and small flat panel display drivers in particular, are intensely
competitive, and we expect competition to increase and intensify in the future. Increased competition may result
in price pressure, reduced profitability and loss of market share, any of which could seriously harm our revenue
and operating results. The major independent semiconductor suppliers with which we may compete include
NEC, Novatek Microelectronics Corp., Ltd., Renesas Technology Corp., and Solomon Systech Limited.
Additionally, many mobile device display module manufacturers are affiliated with vertically integrated
electronics companies. Some of these companies also have semiconductor design and manufacturing resources
for developing display drivers. Captive semiconductor suppliers with which we may compete include Philips
Semijconductor (a division of Philips Electronics, N.V.), Samsung Electronics Co., Ltd., Seiko Epson
Corporation, Sharp Electronics Corporation and Toshiba Corporation.

Many of our competitors and potential competitors have longer operating histories, greater name
recognition, complementary product offerings, and significantly greater financial, sales and marketing,
manufacturing, distribution, technical and other resources than us. As a result, they may be able to respond more
quickly to changing customer demands or'to devote greater resources to the development, promotion and sales of
their products than we can. In addition, in the event of a manufacturing capacity shortage, these competitors may
by able to obtain wafer fabrication capacity when we are unable to do so. Any of these factors could cause us to
be at a competitive disadvantage to our existing and potential new competitors.

We face competition from businesses related to our customers, which could harm our business.

Our direct customers are display module manufacturers serving the mobile handset market. Qur primary
customers, Philips MDS and Samsung SDI, are divisions or entities within corporate organizations that have
other divisions that design, manufacture and sell display drivers that compete with our products. To the extent
either of our primary customers chooses to replace our products with internally developed products, our business
will be negatively impacted.

We rely on third-party contractors to manufacture, assemble and test our products and our failure to
secure sufficient capacity or a significant increase in wafer pricing could limit our growth and adversely
affect our operating results.

We rely on third-party contractors to manufacture, assemble and test our drivers. We currently do not have
long-term supply contracts with any of our third-party contractors. As a result, none of our third-party contractors
is obligated to perform services or supply products to us for any specific period, in any specific quantities or at
any specific price, except as may be provided in a particular purchase order. Moreover, none of our third-party
foundry or assembly and test contractors has provided contractual assurances to us that adequate capacity will be
available to us to meet future demand for our products. We provide our foundry contractors with monthly rolling
forecasts of our production requirements; however, the ability of each foundry to provide wafers to us is limited
by the foundry’s available capacity. Our foundry contractors use raw materials in the manufacture of wafers used
to manufacture our prodlicts. To the extent our foundry contractors experience shortages of these wafers, we may
be unable to obtain capacity as required. In addition, the price of our wafers will fluctuate based on changes in
available industry capacity, OQur foundry, assembly and test contractors may allocate capacity to the production
of other companies’ products while reducing deliveries to us on short notice or increasing the prices they charge
us. These foundry, assembly and test contractors may reallocate capacity to other customers that are larger and
better financed than us or that have long-term agreements or relationships with these foundries or assembly and
test contractors, which would decrease the capacity available to us.

There are significant risks associated with our reliance on contractors, including:
+ inability to increase production and achieve acceptable yields on a timely basis;

» reduced control over delivery schedules and product quality;
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* increased exposure:to potential misappropriation of our intellectual property;
* limited warranties on wafers or products supplied to us;
e shortfaé‘gjs of rﬁaterigls that foundries use to manufacture our products;
»  failureto qualify a selected supplier;
* limited abi‘l‘i‘tyv _tio‘ obtain insurance .coverage for business interruptions related to contractors;
« labor shortages or labor strikes;

« natural ‘disé's‘,ters, paﬂiculd;ly earthquakes, or disease outbreaks affecting countries in which we conduct
our business or in which our products are manufactured, assembled, or tested;

+ political instability in‘couqtries where the contractors are located; and

*» . actions taken by our;contractors that breach our agreements.

Our manufacturing, assembly and test processes are complex, involving significant customization and
refinement. We . are therefore restricted, in terms of time and cost, in our ability .to use alternate third-party
contractors in the event of capacity constraints. If we are unable to obtain capacity as required.or obtain
alternative sources of capacity on favorable terms, our revenue and profitability would likely decline.

If our foundry contractors fail te achieve satisfactory yields or quality, our revenue and operating
results could decrease, and our relationships with our customers and our reputation may be harmed.

The manufacturing process of our display drivers is technically challenging. Minor deviations in the
manufacturing process can cause substantial decreases in yields, and in some cases, cause production to be
suspended.- When our products are qualified with our foundries, minimum acceptable yields are established. We
are required to purchase all wafers that meet these minimum acceptable yields. Manufacturing yields for our new
products tend to be lower initially and increase as we achieve full production. Because our products tend to have
short product life cycles, we may not reach higher manufacturing yields in a sufficiently short period of time.
Poor yields from our foundries or defects, integration issues or other performance problems in our products could
cause us significant customer relations and business reputation problems, resulting in potential loss of revenue
and lower profitability.

Use of our customized manufacturing process by our foundry contractors in connection with their
manufacturing of our competitors" products could harm our business.

In an effort to increase y1e1ds and reduce manufacturing times, we have developed with our foundry
contractors a customlzed version of the manufactunng process used for the fabrication of our drivers. While we
have expended 31gmﬁcant resources on the customization of this process, the process is not proprietary to us, and
may be used by our foundry panners in the fabrication of semlconductors for their other customers. Any use of
thls customized manufacturmg process for the manufacture of our competitors’ products could harm our
competitive position. -

"The senuconducmr mdustry is highly cyclical, and our operatmg results may be negatively lmpactedl
by downturns in the general semlconductor industry.

Our business is 1mpacted by the cyclical nature of the semiconductor industry. The semiconductor industry
has experienced significant downturns, often in connection with, or in anticipation of, maturing product cycles of
both semiconductor companies and their customers and declines in general economic conditions. These
downturns have been characterized by production overcapacity, high inventory levels and accelerated erosion of
average selling prices. Any futire downturns could significantly harm our sales, reduce our profitability or result
in losses for a prolonged period of time. From time to time, the semiconductor industry also has experienced
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periods of increased demand and production capacity constraints. We may experience substantial changes in
future operating results due to general semiconductor industry conditions, general economic conditions and other
factors.

We rely on the services of our key personnel, and if we are unable to retain our current personnel and
hire additional personnel, our ability to develop and successfully market our products could be harmed.

We rely upon the continued service and performance of a relatively small number of key technical and
senior management personnel. If we lose any of our key technical or senior management personnel, or are unable
to fill key positions, our business could be harmed. As a result, our future success depends on our retention of
key employees, such as Steve Ahn, our Chief Executive Officer, Ken Lee, our Chief Technology Officer, Victor
Lee, our Chief Financial Officer, and Daniel Hauck, our Vice President of Worldwide Sales. We rely on these
individuals for the management of our company, development of our business strategy and management of our
strategic relationships. Any of these employees could leave our company with little or no prior notice and would
be free to work with a competitor. We do not have “key person” life insurance policies covering any of our
employees. We expect to hire additional resources in 2005 including senior management personnel in Operations
and Marketing. We may not be able to hire and retain these additional key personnel, and our inability to hire and
retain them could harm our business. Additionally, there is a limited number of qualified technical personnel with
significant experience in the design, development, manufacture, and sale of small panel display drivers, and we
may face challenges hiring and retaining these types of employees. In particular, our ability to expand our
operations to meet corporate growth objectives depends upon our ability to hire and retain additional senior
management personnel and qualified technical personnel in our product design team.

Our ability to compete will be harmed if we are unable to adequately protect our intellectual
property.

We rely primarily on a combination of patent, trademark, trade secret and copyright law and contractual
restrictions to protect our intellectual property. These afford only limited protection. Despite our efforts to protect
our proprietary rights, unauthorized parties may attempt to obtain, copy or use information that we regard as
proprietary, such as product design and manufacturing process expertise. As of December 31, 2004, we had
seven U.S. patent applications pending and one Korea patent granted. Our pending patent applications and any
future applications may not result in issued patents and any issued patents may not be sufficiently broad to
protect our proprietary technologies. Moreover, policing any unauthorized use of our products is difficult and
costly, and we cannot be certain that the measures we have implemented will prevent misappropriation or
unauthorized use of our technologies, particularly in foreign jurisdictions where the laws may not protect our
proprietary rights as fully as the laws of the United States. The enforcement of patents by others may harm our
ability to conduct our business. Others may independently develop substantially equivalent intellectual property
or otherwise gain access to our trade secrets or intellectual property. Our failure to effectively protect our
intellectual property could harm our business.

Assertions by third parties of infringement by us of their intellectual property rights could result in
significant costs and cause our operating results to suffer.

The semiconductor industry is characterized by vigorous protection and pursuit of intellectual property
rights and positions, which has resulted in protracted and expensive litigation for many corpanies. Although we
are not currently a party to legal action alleging our infringement of third-party intellectual property rights, in the
future we may receive letters from various industry participants alleging infringement of patents, trade secrets or
other intellectual property rights. Any lawsuits resulting from such allegations could subject us to significant
liability for damages and invalidate our proprietary rights. These lawsuits, regardless of their success, would
likely be time-consuming and expensive to resolve and would divert management time and attention. Any
potential intellectual property litigation also could force us to do one or more of the following:

« stop selling products or using technology that contain the allegedly infringing intellectual property;
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¢ pay damages to the party claiming infringement;

e attempt to obtain a licensé to the relevant intellectual property, which may not be available on
’ reasonable terms or at all; and

attempt t to redes1gn those products that contain the allegedly infringing intellectual property.

In the future the outcome of a d1spute may be that we would need to develop non-infringing technology or
enter into royalty or licensing agreeinents. We may also initiate claims or litigation against third parties for
infringement of our' proprietary rights or to establish the validity of our proprietary rights. We have agreed to
indemnify certain custoniiers for certain claims of infringement arising out of the sale of our prodilcts.

We have s1gml‘icant mternatlonal activities and customers, and plan to continue such efforts, which
subjects us to addmhona] busmess risks including increased logistical complexity, polmcal instability and
currency ﬂuctuatnons

All of our revenue for 2003 ‘and 2004 was attributable to customers located outside of the United States. We
anticipate that all or substantially all of our revenue will continue to be represented by sales to customers in Asia.
We are incorporated and headquartered in the United States, and we have international subsidiaries in Korea, the
Cayman Islands and*Hong Kong: We have engineering, sales and operations personnel in Korea and sales and
operations personnél'in Talwan and Hong Kong Our mternanonal operatlons are subject to a number of risks,
including: : :

* increased complexity and costs of managing international operations;
*  protectionist laws and business practices that favor local competition in some countries;
*  multiple, conflicting and cnanging laws, regulations and tax schemes;

e potentially longer"an‘d mo{e diftlcult collection periods;

-, political and»economic instabil:i‘t:y;~ and

e difficulty m hiring qualiﬁed management, technical sales and applications engineers.

“In 2004, approximately 58.3% of our sales to international customers were denominated in U.S. dollars, and
the retnaining 41.7% of our sales were denominated in Korean won. Nearly all of our purchases of components
and services from 1nternat10nal supphers were denominated in U.S. dollars. An increase in the value of the U.S.
dollar relative to forelgn currencies could make our products more expensive for our international customers to
purchase, thus rendermg the prices of our products less competitive.

Our mablhtv to eﬂ'ectwely manage growth in our operations may prevent us from successfully
expanding our business.

In recent periods, we have“signiﬁca‘ntly increased the scope of our operations and expanded our workforce,
and we expect this growth to continue in 2005. This growth has placed, and the anticipated future growth of our
opera’uons will continue to place, a s1gn1ﬁcant strain on our management personnel, systems and resources. We
ant1c1pate that we will need to implement a variety of new and upgraded operational and financial systems,
procedures and controls, _including the improvement of our accounting and other internal management systerns.
We plan to fund the cost, of these systems from current cash balances and funds generated from operations. '

We recently 1mplemented enterpnse resource planning software and continue to expand the application of
this software in our business. If this software does not function as expected or additional applications take
31gn1ﬁcantly longer to 1mplement than ant1c1pated our revenue and operating results could be materially and
adversely affected. We also will need to continue to expand, train, manage and motivate our workforce, manage
multiple suppliers and greater levels of inventories. All of these endeavors will require substantial management
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effort, and.we anticipate that we will require additional management personnel and internal processes to manage
these efforts and to plan for the succession from time to time of certain persons who have been key management
and technical personnel. If we are unable to effecnvely manage our expandmg operatlons our busmess could be
<mater1a11y and adversely affected

Any disruption to our operations or the operations of our foundry, assembly and test contractors
resulting from earthquakes or other natural disasters could cause significant delays in the productron or
shipment of our products.

Our corporate headquarters are located in California. In addition, a substantial portion of our engineering
_operations and the third-party contractors that manufacture, assemble and tést our drivers are located in the
Pacific Rim. The risk of losses due to an earthquake in California and the Pacific Rim is significant due to the
proximity to major earthquake fault lines. The occurrence of earthquakes or other natural disasters could result in
disruption of our operations and the operations of our foundry, assembly and test contractors.

We may need to raise additional caprtal which mrght not be avallable or which, if avallable, may be
on terms that are not favorable to us. -

We belreve our existing cash balances and cash expected to be generated from our operations will be
sufficient to meet our working capital, capital expenditures and other needs for at least the next twelve months. In
the future, we may.need to raise additional funds, and we cannot be certain that we will be able to obtain
. additional financing on favorable terms, if at all. If we issue equity securities to raise additional funds, the
ownership percentage of our stockholders would be reduced, and the new equity securities may have rights,
preferences or privileges senior to those of existing holders of our common stock. If we borrow money, we may
incur significant interest charges, which could harm our profitability, Holders of debt would also have rights,
preferences or privileges senior to those of existing holders of our common stock. If we cannot raise needed
funds on acceptable terms, we may not be able to develop or enhance our products, take advantage of future
opportunities or respond to competitive- pressures or unant101pated requu'ements which could harm our business,
operating results and financial condmon .

We may undertake acquisitions to expand our business that may pose risks to our business and dllute
the ownershrp of our existing stockholders.

-As patt of our growth .and product drversrﬁcamn strategy, we w111 continue to evaluate opportumnities to
‘acquire other businesses, intellectual property or technologies that would complement our current offerings,
expand the breadth of markets we can address or enhance our technical capabilities. Acquisitions that we may
potentially make in the future entail a number of risks that could materially and adversely affect our business,
operating and financial resuits, including:

* problems integrating the acqulred operatlons, technologles or products with our existing business and
" products; :

.. diversiontof management’s time and auenﬁon from our core,,business;

+ " fieed for financial Tesources above our planned mvestment levels;

. ‘,dlfﬁcult1es in retalmng busmess relatlonsmps with suppliers and customers of the acquued company;
e risks associated with entering markets in which we lack prior experience;

*  potential loss of key enlpldyees of tl'le acduued company; and

+  potential requirement to amortize intangible assets. '

Future -acquisitions also ¢ould cause us to incur debt or contingent liabilities or cause us to issue equity
securities that would reduce the ownership percentages of existing stockholders.
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Our stock price-is: volatlle,, Whlch could:result i in. substantral losses for mvestors audfsigni_ficant costs
' related to lltxgatlon. B _(l , . R s : - O :

1

_ The market prrce for ‘our’ common stock is hrghly vola 1le “This could result m substant1al losses for
o mvestors Shares of commion stock sold in our initial public offering were pnced at $14.00 per share, and our

~ closing price has ranged from'a hlgh of ' $16.94 to a low of $6.03 since our initial public offering through

-February 28, 2005. The market price of our common stock may.: ﬂuctuate s1gmﬁcantly in response to a number of
' ‘factors some of Wthh are. beyondxoun«control These: factors 1nclude T . .

) 'quarterly varrat1ons in operatmg results

T . changes in ﬁnancral esumates by secunues analysts . . .
- o -v‘announcements by us Lor our competltors of new product and serv1ce offenngs s1gn1ﬁcant contracts
acqu1smons or strateg1c relatronshrps o

3y . .o t
e Lo ',.‘»”v:,. . .

. ¢ publicity about our company, ,our products and serv1ces our competltors or the. sennconductor market in -

general ) )
R announcements by mobrle handset manufacturers o C “\f
e addmons ordepa.rturesofkeypersonnel Ceme Cel e

EE any future sales of our common stock or other secuntles and

e« stock market pnce and volume ﬂuctuatlons of pubhcly traded compames in general and senuconductor _
compames m partrcular A . ] . . . . .

[ PR P e A "

Investors may be unable to resell their shares of our common stock at o or above therr purchase price. In the

' 'past securities class ‘action htrgauon has often been brought against a company followmg periods of volatility in
the market price of its' securities, such as the lawsuit filed against us in March 2005. This securities litigation, and
"any other such litigation,. -may result In-significant:costs and diversion-of management s attention and resources,

whrch could senously ha.rm our busmess and operatmg results oy

Future sales. of our common stock could lower the market. prlce of Our common stoek

, Sales of substantlal amounts of shares in the public market could harrn the market’ pr1ce of our stock Asof
February 28,2005, we had 28;150, 277a shares of common stock’ outstanding: Substantially all of these shares are
eligible for sale in the publrc market as of February 28, 2005 under Rules 144, 144(k)- -and 701, subject in some
cases t0 volume and other limifatiohs. In addition’-of the 3 931,507 ‘shares issuable upon exercise of options to
purchase our common stock - outstandmg as! of: February 28, 2005 1 967 312 shares were vested and ehgrble for
sale on February 28 2005 ’ . - : i

) A number of our- current secunty holders have reg1strauon rlghts relatmg to our common stock If we
propose to register any of our securities under the. Securities Act of 1933 either for our own account or for the .
accounts of ‘other secunty holders after this offering,’ subJect to.certain conditions and hmrtauons the holders of
registration nghts will be entitled. to-include their shares of common stock in the registered offering. In addition,
holders of registration. nghts may require:us on not more than two occasions at any time beginning approximately .
six ‘months from ‘the date of our initial pubhc offermg, to file'a fegistration statement under the Securities Act of

1933 with respect to their shares. of;common. stock. F urther,.the holders, of- registration nghts may require us to
register their shares on:Form S-3 1f and when we become el1g1ble to use thrs fonn .

.r;, ' " ; I ..

In the future, we. may also issue addrtlonal shares to our’ employees dlrectors or consultants in connect10n
with corporate alliances or acquisitions, and in follow-on offermgs to raise additional capital. Due to these
-factors sales of a substantial number of shares of-our common stock .in the pubhc market could ‘oceur at any )
-t1me These sales could: reduce the market pnce of our common stock Cow T h e 4
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‘ Qur principal stockholders have significant votmg power and ‘may take actions that may not be in the
best interests of our other stockholders.

Our executive officers, directors. and principal stockholders, in the aggregate, beneficially own
approximately 63% of our outstanding common stock as of December 31, 2004. As a result, these stockholders,
acting together, have the ability to exert substantial influence over all maiters requiring approval of our
stockholders, including the election and removal of directors and the approval of mergers or other business
combinations. This concentration of control could be disadvantageous to other stockholders whose interests are
different from those of our officers, directors and principal stockholders.

Being a public company will increase our administrative costs.

We completed our initial public offering in June 2004. As a public company, we will incur significant legal,
accounting and other expenses that we did not incur as a private company. In addition, the Sarbanes-Oxley Act of
2002, as well as new rules subsequently implemented by the Securities and Exchange Commission, have required
changes in corporate governance practices of public companies. In"addition to final rules and rule proposals
already made by the Securities and Exchange Commission, The NASDAQ National Market has proposed
revisions to its requirements for companies that are listed on The NASDAQ National Market. We expect these
new rules and regulations to increase our legal and financial compliance costs, and to make some activities more
time consuming and/or costly. For example, in 2004 we added an additional independent director, created several
board committees, adopted additional internal controls and disclosure controls and procedures, retained a transfer
-agent and a financial printer, adopted an insider trading policy and.other corporate governance policies, and will
have all of the internal and external costs of preparing and distributing periodic public reports in compliance with
our obligations under the securities laws. We expect to incur significant additional costs over the next five fiscal
quarters for outside consultants and employees to document and test our internal control procedures as required
by Section 404, and for the attestation by our independent registered public accounting firm. We also expect
these new rules and regulations to make it more difficult and more expensive for us to obtain director and officer
liability insurance, and we may be required to accept reduced coverage or incur substantially higher costs to
obtain coverage. These new rules and regulatlons could also make it more difficult for us to'attract and retain
qualified members of our board of dnectors, particularly to serve on our audit committee, and qualified executive
officers.

If we fail to maintain the adequacy of our internal controls, our ability to provide accurate financial
statements could be impaired and any failure to maintain our internal controls and provide accurate
financial statements would cause our stock price to decrease substantially.

We are in the process of instituting clianges to our corporate governance procedures to satisfy the
requlrements of the Sarbanes-Oxley Act of 2002. Implementing these changes will require specific compliance
training of our directors, officers and personnel and a significant period of time. We are continuing to evaluate
and, where appropriate, erihance, our written policies and procedures and internal controls. Additionally, we will
have to comply with Section 404 of the Sarbanes-Oxley Act beginning with our fiscal year ending December 31,
2005, which will require our management to report on the adequacy of our internal control over financial
réporting and requires our independent registered accounting firm to provide - a related ‘attestation as to
management’s evaluation. If we fail to maintain the adequacy of our internal controls as such standards are
modified, supplemented or amended from time to time, we may not be able to provide accurate financial
statements and comply with the Sarbanes-Oxley Act of 2002. Any failure to maintain the adequacy of our
internal controls and provide accurate ﬁnanc1al statements may cause the trading price of our common stock to
decrease substantlally
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Antr takeover provrsronsf’ of our charter documents vand'i‘l);elayvare' law could prevémt ‘or':delay
: transactrons resultnng machange in control o e ST . '

' Provisions of ouf certificaté of i 1ncorporat10n and bylaws and apphcable provisions of Delaware law may
make it more - drfﬁcult for or prevent a th1rd party from acqumng control of i us w1thout the approval of our board

cof d1rectors These provrs1ons
‘ o3

e estabhsh a class1ﬁed board of dlrectors S0 that not all members of our board may be elected at one tlme
° set hrrutatlons on the removal of dlrectors :
°, hmlt who may call a specral meetlng of stockholders

2 estabhsh advance not1ce requlrements for nommatrons for election to our boardaof dire_ctors cor for
proposmg matters that can be acted upon at stockholder meenngs ' -

[

“s . prohibit’ stockholder actron by wrltten consent thereby requmng all stockholder act10ns to’ be taken ata
' meetmg of our stockholders and : : y : t

o we L ' . . L
- provrde our board of d1rectors the ab1hty’ to designate- the terms of and issue nevv series of preferred
L stock’ w1thout stockholder approval LT .
. " ~;,t-<"l‘__ RIEER N [ . .
These prov1s1ons may have the effect of entrenchmg our. management team and may depnve sha.reholders of
'the opportunity 'tosell- their shares to potent1a1 acquirors at‘a premium over prevailing pr1ces Thrs potent1a1
1nab111ty to obtam a: control prenuum -could reduce the 1 pnce of ¢ our ‘common stock .

. . LTI
. e
. Pyae art Tl

o
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ITEM 7A QUANTlIT ATEVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

Interest Rate stk Our mvestment portfoho currently consists of money market funds, municipal bonds,
commerc1a1 ‘paper’ and government agency bonds: Our pnmary objective with’ this investment portfoho s to
‘invest ava11ab1e cash ‘while preservrng pnnc1pa1 and meenng liquidity ‘needs. In accordance with our 1nvestment
policy, we place mVestments with' high’credit quality issuers and: limit the amount of credit exposure to any one
issuer. These secunues which approximated ' $88.0 million as ‘of December 31, 2004, and have an average
1nterest rate of approx1mately 1.80%, ate subject to interest rate nsks However, based on the hquldlty of our
1nvestments we believe that if a. srgmﬁcant change in 1nterest rates_were. to. occur, it would.not have a matenal
.effect on our ﬁnancral condmon i N o »

)

) Forezgn Currency Exchange stk We engage in 1nternat10nal operatrons and transact busmess in various
foreign countries, pnmarlly Chrna Korea Slngapore and Talwan Activities with” our manufactunng partners
located in S1ngapore and Talwan are denonunated in, U S. dollars Approxrmately 58.3% of our 2004 sales
invoices were denonnnated in the UsS. dollar,’ ‘with the remammg 41.7% denominated in the Korean won.
Therefore our forergn currency exchange risk is pnmanly associated with settlement of our intercompany
accounts wrth our Korean subs1d1ary Our recelvables are generally outstandmg for 45 to 90 days. If the exchange'
rate Of the Korean won' to the U.S. dollar changes by 10% during any 45 to 90 day period, this could impact our
quarterly revenue by sapproxunatelyﬁ_, 5% to 2.0%. We record 1ntercompany transactions related to sales of
products from the U.S. parent company to our Korean subs1d1ary, and for activities perfonned in Korea on behalf '

- "of the U.S. parent These transact1ons are recorded in U.S. dollars. These’ intercompany balances are relmbursed' 4 B

w1thm 90 to 120 days Our Korean subsrdrary carries’ fore1gn currency .exchange. risk on these US. dollar
denormnated transactrons ‘We began entenng into forelgn exchange contracts in the second quarter of 2004 to
minimize this exchange rate risk and expect to -hedge at least 70% of our foreign exchange transaction exposure
in future penods To date, the forelgn currency transactions and exposure to exchange rate volatility have not
been significant. Our policy is, to enter into foreign exchange contracts only when an associated underlying
foreign currency €xposure exists. We cannot assure you that foreign currency risk will not cause a matenal
nnpact to our ﬁnanc1a1 posrtron results of operatlons or cash ﬂows in the future. Lo

36 7,



ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA
REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders of
Leadis Technology, Inc.:

In our opinion, the accompanying consolidated balance sheets and the related consolidated statements of
operations, of cash flows and of stockholders’ equity/(deficit) present fairly, in all material respects, the financial
position of Leadis Technology, Inc. and its subsidiaries at December 31, 2004 and 2003, and the results of their
operations and their cash flows for each of the three years in the period ended December 31, 2004 in conformity
with accounting principles generally accepted in the United States of America. These financial statements are the
responsibility of the Company’s management. Our responsibility is to express an opinion on these financial
statements based on our audits. We conducted our audits of these statements in accordance with the standards of
the Public Company Accounting Oversight Board (United States). These standards require that we plan and
perform the audit to obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in
the financial statements, assessing the accounting principles used and significant estimates made by management,
and evaluating the overall financial statement presentation. We believe that our audits provide a reasonable basis
for our opinion.

/s/ PricewaterhouseCoopers LLP

San Jose, California
March 14, 2005
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CONSOLIDATED BALANCE SHEETS
(in thousands, except share and per share data)

December 31,
2004 2003
‘ ASSETS
Current assets: ; :
. Cash and cash equ1va1ents B e e e e . $ 45012 $22,956
', Restricted cash.. .. ;... R — 1,500
Short-term INVeStMEents ... ..c.. vttt e et 63,961 . —
Accounts recelvable net of. allowance for doubtful accounts of $561 in 2004 and $560
S in2003 ...l e e e e 30,423 28,213
Inventories ............ S 6,080 5,863
Deferred tax ass€ts .. ..... .00 o R 2,167 987
‘Prepaid taxes' ........... P S 3,172 —
Prepaid expenses and other CUrTent assets . ............vveerniiineeennnnen s 1,003 438
Total current assets . ... .... PR 151,818 59,957
Property and equipment, net ........ . . ... ... 2,103 979
Deferred tax assets ... ...... e i e e e 69 101
Other assets ...... e O 825 615
Total assets .............. e e $154,815 $61,652
LIABILITIES, REDEEMABLE CONVERTIBLE PREFERRED STOCK, AND
‘ STOCKHOLDERS’ EQUITY
Current liabilities: .
Accounts payable ............ PSS $ 20,510 $25,123
Accrued liabilities ............ e e e e 3,977 3,595
Taxes payable . . ... . e 2,873 4,281
Deferredrevenue ........... ... P 107 488
Total current liabilities .. ... e e e e e 27,467 33,487
Other noncurrent HabilitieS . ... .. vtvt vttt it i et et i et e 242 258
Total liabilities ..................... e e e e 27,709 33,745

Commitments (Note 4)

Mandatorily redeemable convertible preferred stock: $0.001 par value; -0- shares authorized
and -0- shares issued and outstanding at December 31, 2004; 12,577,768 shares

authorized and 12,310,223 shares issued and outstanding at December 31,2003 ........ —_— 14,300
Stockholders’ equity: ' '
Preferred stock: $0.001 par value; 5,000,000 shares authorized and -0- shares issued
and outstanding at December 31, 2004; -0- shares authorized and -0O- shares issued
and outstanding at December 31,2003 ......... ... ... ool — —
Common stock: $0.001 par value; 120,000,000 shares authorized and 28,025,635
shares issued and outstanding at December 31, 2004; 60,000,000 shares authorized
and 8,917,926 shares issued and outstanding at December 31,2003 ............. 28 9
Additional paid-incapital . . . ......... ... e 101,812 6,677
Deferred stock-based compensation . ..............iiiiiii i e (3,336) (3,592)
Note receivable from stockholder ... ... . i i i i — (119)
Accumulated other comprehensive income ......... e 414 37
Retained earnings ... ........ooviineeennenenn.. e e 28,188 10,595
Total stockholders’ equity . .........covuiiniei it 127,106 13,607
Total liabilities, redeemable convertible preferred stock and stockholders’
$61,652

BQUILY .« $154,815

The accompanying notes are an integral part of these consolidated financial statements.
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. CONSOLIDATED STATEMENTS OF OPERATIONS

(in thousands, except per share data)

Years Ended December 31,

2004 2003 2002
. Revenue . o : ' o
Revenue ................. et e e $150,250 $84,456 $ 7,597
* Revenue fromrelated party . .. ........... N — —_ 296
' Total revenue ........... A e ... 150,250 84,456 - 7,893
Costs and expenses ‘ : , ,
COStOf TEVEIUE . ...\ttt ittt e e i 97,725 54,305 6,597
. Costof revenue from-related party ............ccoiiiiiiveninnn.. — —_ 184
Research and development (1) .. .......ovtivennnin s, e . 13,234 6,488 1,398
Selling, general and administrative (1) ............... e e e .6,053 3,376 1,493
Stock-based cOmpensation ... ..........oiiineeiiniaeanaiiann I, 4,222 716 —

] ‘Total costs and expenses . ......... e 121,234 64,885 9,672
Operating income (1088) .. ...... .« vnnevvenn. e e 29,016 19,571 (1,779)
Interest and other income, net . ............... e P e 956 59 119
Net-income (loss)before income taxes . ...... B e 129,972 19,630  (1,660)
Provision for income taxes ... ... PR e 12,379 6,870 —
Net income (1088) . ............. SRR T $ 17,593 $12,760 $(1,660)
Basic net income (loss) per sharé .. ................. ST $ -072 $ 062 $ (0.28)
Diluted net income (loss) Per Share ..............cceeeerniiiinneeneiitn. $ 063 $ 055 $ (0.28)
Weighted—avérage number of shares used in calculating net income (loss) per '

share o o , o S
Basic ......... Ry P Ceeen ee... 24,469 20,572 5,980
Diluted . ...... B e 27,817  23,130. . 5,980
(1), Amounts exclude amortization of deferred stock-based compensation as follows: -

Years Ended December 31,

_ , _ 2004 2003, 2002

-‘Research gnd'developmen't ..... e e e R $1,730 %554 $—
Selling, general and administrative ............... e S 2492 162 —
Total ......... e F PP e $4,222  $716 - $—

_The accompanying notes are an integral part of these consolidated financial statements.
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’ CONSOLIDATED STATEMENTS OF CASH FLOWS
ot T o (m thousands) ‘
".‘-"”f ST S : Coon Years Ended December 31,
- R ‘ o ' ' 2004 2003 . 2002
Cash flows from operatmg actmtles S ‘ ‘ .‘ S
‘ Net i income (loss) .. ... ... L e e PR $17,593 $12,760 -$ (1,660) -

Adjustments to; reconcrle net mcome (loss) to net cash provrded by (used

-in) operating; ¢ activities: . . _ o : R
-, . Depreciation and amortrzatlon ..... PO e 325 . 177 . - 112,
: - Net loss on disposal or sale’ of fixed assets . .... S PR e 130T = =
Allowarice for doubtful accounts . ......... e e 1 465 7 - —
Provision for excess and. obsolete 1nventory e e - 3461 0 332 —_
Deferred taX assets . ... .o vneuveinivean.. B T (1,137) - (1,088) .. —
Employee stock based compensation expense C e TRTT - 4491 737 .0
Non-employee stock-based.compensation expense e e — 183 © 7+ 33
Changes in current assets and. habrhtles : e : B C
.Accounts receivable . . Oy ........ R PR (1,373) (23,967)  (4,247)
" IRVeNtory <. l....ieniilii P S - (3,576) © (5,745)  (183)
Prepaldtaxes ...... T A A S R 317y T — C—_
" Prepaid expenses and other assets ,...... e Cereeaie -(682) - - (334) . - (285)
. *Accounts payable . . . . ST Coeceinleie o (4671) 22,850 2,249
- Accrued:a and other hab111t1es SN P e 121 73223 - .470
- Taxes payable i RO P P P (1,408) . 4281 = —
E :':;.Deferred feveénue ... Y “(380) T —" 168
EPIRRERE Net ‘cash: provrded by (used m) operatmg act1v1t1es ..... oo 9,606 13,874 (3,343)
;Cash ﬂows from mvestmg activities:. . EE e AP
““* " Purchases of available for sale secuntles e eeeeie.. o (89,589) — —
Sales of avaﬂable for sale securltles e s 25601 < o
- "-‘Restncted cash'... 0. . iu . et DI e + 1,500 — - (1,380)
“ i Purchase of property and equ1pment P S (1279) - (711)  (198)
e Proceeds on sale: of fixed assets e Tt 6 —
‘ ' Net cash used -in 1nvest1ng act1v1t1es cen e . (63,761) (711) .- (1,578)
: Cash flows from financmg actmtles ' ; . , ’ ‘
.. Proceeds froni 1mt1al pubhc offering, net of issuance costs ............. 76,492 — —
: 1. Proceeds fromi 1ssuance - of Series B redeemable convertrble preferred E
" stock; net oflssuance costs P '— .~ 1,050 - 13,050
Issuance of common stock upon exercrse ofoptions ........c...u.iinn Ce 1247 ]
Recelpt of cornmon stock subscription and stockholder note recervable . 119 = 18
Pnnc1pal payments on cap1ta1 lease obhganons e [ J— “(10) )
Net cash prov1ded by financirg activities .......... ..., . 767738 1,087 13,065
Effect of exchange rate changes on cash and cash equrvalents ...... PEERT 82y - 21 (44)
Net increase in cash and. cash equlvalents ........ e e 22,056 © 14,271 8,100
Cash and cash equlvalents at begmmng of year ......... e 22,956 8,685 585
* Cashand cash equivalerits at end of Year .. .......oooiiiiiiiiiiin, $45012 $22956 $ 8,685
' Supplemental disclosure of non-cash investing and financmg activities: ‘ o o -
4 Deferred stock-based cornpensatlon .......... e e ‘$ 4235 $°4329 $ —
 Total tAXes PAI - svs e $1907T S 4116 § —

" The accompanying notes'are annintegralipan of these consolidated financial statements..
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T T e LEADISTECHNOLOGY INC. L
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS v

* Note 1. Nature of Operatrons »\ ‘

We desrgn develop and market rmxed-s1gnal sermconductors that- enable and enhance the features and
. capabilities of small panel drsplays Our core products are color display drivers with integrated controllers which

. are critical components in displays used in mobile consumer electronics devices. We began operatrons in 2000

. ~and began cornmerCIally shipping our products in the third quarter of 2002. We focus on design, development
“and marketing of our products' and outsource all of ‘our semiconductor fabrication, assembly and test, which

. “enables’ us to reduce the caprtal requirements of our busmess We primarily. focus on the mobile handset market,

- but some of our products are suitable for use-in other consumer electronic device markets. We completed our
: "Imtlal pubhc offermg in June 2004 w1th net proceeds of apprommately $76.5 million. : , '

)
el s a 1
h P Ll B

. Note 2 Summary of SIgnIficant Accountmg Pohcles and Concentratlons of CredIt Risk

The audited consohdated ﬁnancral statements include the accounts of Leadis Technology and all of our ‘
) subsrdIanes Intercompany transactlons and balances have been ehmmated mn consohdatlon oL -

-~

Ve

Useofestlmates N

Our audited consohdated ﬁnancral statements have been prepared in conforrmty with accountmg prmc1p1es :
generally accepted in the United States (GAAP). The preparation of these financial statements requires our
~ management to make estimates and assumptions that affect the reported amounts of assets and liabilities and
_ disclosure of contingent assets and hab111t1es at the date of the financial statements and the reported amounts of
revenue ‘and expenses durrng the reportlng penod By their nature, these estimates and judgments are subject to
an mherent degree of - uncertamty In many Instances ‘we could have reasonably used different accounting
» estImates and in other instances changes in the accounting estimates are reasonably likely to occir. from period
to. perrod On an ongoing basis we. re-evaluate our _]udgments and estimates including those related to
uncollectlble accounts . receivable, inventories, intangible assets, ‘income taxes, warranty obhgatlons and
- contingericies. We base our estimates. and judgments on our historical experience and on other assumptrons that
we believe are reasonable under the. cucumstances the results of which form the basis for makmg the Judgments
‘ about ‘the carrying, values of assets anid; liabilities that are not readily apparent from other sources. Actual results
could differ from those estimates, and matenal effects on our operating results and financial pos1t10n may result

vl

. PN I . i . o " ~

Stock spltt

. On May 15, 2004 our board of dIrectors approved and on June 10 2004 our stockholders approved an
- amendment to our Amendéed and Restated Certificaté of. Incorporation to effect a 3 for 2 split of our common
 stock and preferred stock. A CertIﬁcate of Amendment to our Amended and Restated Certificate of Incorporatron '
effecting the stock spht was filed-on June 10, 2004. All information related to common stock, preferred stock, -
options and warrants to’ purchase common or preferred stock. and earnings per share included in these
‘ consohdated ﬁnanmal statements has been retroactlvely adJusted to grve effect to the stock spht e
'Foretgn currency translatwn R '?J I . '
o Forergn subsrdranes use the1r local currency as ‘their functronal currency Assets and habﬂmes of fore1gn_
operations: are translated into, U S. dollars at current rates of exchange and revenue and expenses are translated
.using average rates Galns and lossés from foreign currency translatlon are included as-a separate component of
x stockholders’; equrty Forergn currency transactlon gains and losses are 1ncluded as-a component of interest and
' other income, ‘net, in our audIted consohdated statements of operations. i :

&
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LEADIS TECHNOLOGY, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

Foreign exchange contracts

We record our forward contracts at fair value. The gains and losses on these contracts are substantially
offset by transaction gains and losses on the underlying balances being hedged. We hold these contracts to hedge
the risks associated with U.S. dollar denominated assets and liabilities held by our Korean subsidiary. Aggregate
net foreign exchange gains and losses on these hedging transactions and foreign currency remeasurement gains
and losses are included in interest and other income, net, in our consolidated statements of operations.

Cash, cash equivalents and short-term investments

We invest our cash, cash equivalents and short-term investments through various banks and investment
banking institutions. All short-term investments are classified as available-for-sale. We consider all highly liquid
investments with an original maturity of 90 days or less at the date of purchase to be cash equivalents. Short-term
investments generally consist of highly liquid securities with original maturities in excess of 90 days. Such
investments are carried at fair value with unrealized gains and losses net of related tax effects, reported within
accumulated other comprehensive income (loss).

Concentrations of credit risk

Financial instruments that potentially subject us to concentrations of credit risk consist primarily of cash,
cash equivalents, investments and accounts receivable. We place our cash primarily in checking and money
market accounts with reputable financial institutions. Deposits held with these financial institutions may exceed
the amount of insurance provided on such deposits. We have not experienced any material losses on deposits of
our cash and cash equivalents. Short-term investments consist of a diversified portfolio of municipal bonds,
commercial paper, and government agency bonds with maturities less than one year or specifically identified to
fund current operations. All investments are classified as available-for-sale. We do not hold or issue financial
instruments for trading purposes.

We perform ongoing credit evaluations of each of our customers and adjust credit limits based upon
payment history and the customer’s credit worthiness, as determined by our review of their current credit
information. We regularly monitor collections and payments from our customers and maintain an allowance for
doubtful accounts based upon our historical experience and any specific customer collection issues we have
identified.

Inventory reserve

We state our inventories at the lower of cost (computed on a first-in, first-out basis) or market. We record
inventory reserves for estimated obsolescence or unmarketable inventories based upon assumptions about future
demand and market conditions. If actual market conditions are less favorable than those expected by
management, additional inventory reserve may be required. We specifically reserve for lower of cost or market if
pricing trends or forecasts indicate that the carrying value of our inventory exceeds its estimated selling price.
This level of reserve is reviewed each period to ensure that it reflects changes in our actual experience. We
establish a 5% minimum reserve for all inventory to cover our estimates of potentially excess and obsolete
inventory resulting from early terminations of products, engineering changes that make a product obsolete earlier
than planned and changes in forecasts of future customer demand. Once inventory is written down, a new
accounting basis has been established and, accordingly, it is not written back up in future periods. Qur inventory
reserve requirements may change in future periods based on actual experience, the life cycles of our products or
market conditions.
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LEADIS TECHNOLOGY, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

Revenue recognition

" 'We recognize revenue when persuasive evidence of an arrangement exists, delivery has occurred, the sale
price is. fixed or:determinable and collectibility is reasonably assured. Direct sales to customers are recognized
upon: shipment of product, at which time legal title and risk of loss is transferred to our customers. For sales to
distributors with'agreements allowing for returns or credits under certain circumstances; we defer recognition of
revenue until the distributor has resold the products to their end customer.

Contract development revenue is recognized as the work is performed, based on the achievement of
milestones described in the contracts. Any work requiring customer acceptance is deferred until we receive such
acceptance. We do, not separately track contract development costs from our overall research and development
efforts. Accordingly; costs related to these contracts are included in research and development expense, We
expect these contracts to comprise a small percent of our total revenue in the future.

Warranty accrual -

- We provide for the estimated cost of product warranties at the time revenue is recognized. While we engage
in extensive product quality assessment, our warranty obligation may be affected by future product failure rates,
material usage and service delivery costs incurred in correcting a product failure. We regularly monitor product
returns and maintain’a reserve for warranty expenses based upon our historical experience and any specifically
identified failures: . As we- sellinew: products to-our customers, we must exercise considerable judgment in
estimating the expected failure rates. This estimation process is based on historical experience of similar products
as well as various-other assumptions that we believe are reasonable under the circumstances. Should actual
product failure rates, material usage or service dehvery costs differ from our estimates, revisions to the estimated
warranty liability | would be requn'ed

S

From time to time, we may be subject to additional costs related to warranty clalms from our customers. If
this occurs in a future period, we would make judgments and estimates to establish the related warranty liability,
based on historical | experience; communication with our customers, and various assumptions based on the
circumstances. This additional warranty would be recorded in the determination of net income in the period in
which the additional cost was identified. -

Stock-based compensation

We account for stock-based employee compensation . arrangements in accordance with provisions of
Accounting Principles Board (*APB”) Opinion No. 25, “Accounting for Stock Issued to Employees,” and
Financial Accounting Standards:Board Interpretation (“FIN”) No. 28, “Accounting for Stock Appreciation Rights
and Other Variable Stock:Option or' Award Plans,” and comply with the disclosure provisions of Statement of
Financial Accounting Standards,or SFAS, No. 123, “Accounting for Stock-Based Compensation” and SFAS No.
148, “Accounting. for Stock-Based Compensation—Transition. and Disclosure.” Under APB Opinion No. 25,
compensation cost is recognized based on the difference, if any, on the date of grant between the fair value of our
stock .and the amount an employee must pay to acquire: the stock. SFAS No. 123 defines a “fair value” based
method of accounting. for an employee stock option or similar equity investment. The pro forma disclosures of
the difference between compensation expense included in net income and the related cost measured by the fair
value ‘method are presented below. We account for equity instruments issued to non-employees in accordance

" with the provisions of SFAS No.:123: and Emerging Issues Task Force (“EITF”) No. 96-18, “Accounting for
Equity Instruments That Are Issued to Other. Than Employees for Acquiring, or in Conjunction with Selling
Goods or Services.”
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' LEADIS TECHNOLOGY, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

. We-amortize deferred stock-based. compensation on the graded vesting method over the vesting perieds of
the stock options, generally four years. The graded vesting method provides.for vesting of portions of the overall
awards at interim dates and results in accelerated vesting as compared to the straight-line method. Had
compensation -expense been determined based on the fair value at the grant date for all employee awards,
" consistent with the provisions of SFAS No. 123, our pro forma net income and pro forma net income per share
would have been as follows (in thousands, except per share data):

Years Ended December 31,
. . ) - - 2004 .2003 2002

Net income (loss) as reported .......... e e - $17,593 © $12,760 $(1, 660)

Add: stock-based employee compensation expense 1nc1uded in reported net

~ income (10SS) vr et e e e e e 2,874 479 § —.

Deduct: total stock-based employee compensation determined under fair value ’

based method forall awards ........c.ii it e e, (3,285) 495) (14)

Proformanet-income(loss).........J..........Q...............i....'... $17,182 $12,744 $(1,674)

Basic net mcorne (loss) pershareasreported .. ......c......ooiniiaiL. $ 072 $ 062 $ (028

Diluted net-income (loss) per share asreported .....................0..... . $ 063 $ 055 $ (028)
' Pro forma basic net income (loss) per share .. ....................... P $ 070 $ 062 $(0.28)

Pro forma diluted net income (loss) pershare .............. e s $ 062 8 055 8 (0.28)

The weighted average fair value of the stock options granted during the years ended December 31, 2004,
2003 and 2002 was approximately $6.90, $2.79 and $0.02 per share, respectively. The fair value of the options
was estimated on the date of grant based on the following average assumptions: , .

Years Ended December 31,

. 2004 2003 2002
Expected life (YEArS) ... ouvvuter it ettt e R 4 4 4
Risk-free Interest Tate . . ..o vtt 'ttt ittt e 29% 2.6% 3.3% -
Dividend yield .................. e e e D Ve — — —
Expected annuahzed volatility .. ... P e 107%  107%  100%
Net income per share

In accordance with SFAS No. 128, “Earnings Per Share,” we compute basic net income per share by
dividing net income available to common stockholders by the weighted average number of common shares and ,
participating redeemable convertible preferred shares (only if effect is dilutive) outstanding during the period.
Basic net income per share excludes the dilutive effect of stock options, warrants and unvested common shares.
Diluted income per share reflects the dilution of potential common shares outstanding during the period. In
computing diluted income per share, we adjust share count by assuming that all in-the-money options and
warrants- are: exercised and that we repurchase shares with the proceeds of thesé hypothetical exercises. We
further assume that any unamortized deferred stock-based compensation is also used to repurchase shares. In ‘
determmmg the hypothetlcal shares repurchased, we use the average stock price for the penod ‘
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R ' LEADIS TECHNOLOGY INC :
IR NOTES TO CONSOLIDATED FINANCIAL STATEMENT S—(Contmued)

The followmg table. sets - forth the computatmn of bas1c and diluted: net income attnbutable .to- common .
‘ stockholders per common share (m thousands except per share data): ‘

S V, S 1 Years Enided December 31,

o ‘;"f'“\’: f o L 204 2003 2002‘”
: _Nunrerator : A R :
""Net 1ncome (loss) . ._:";;: R e e ERR . $17,593 "$12,760 $(1 660) s
Denominator: -~ SR e S
. Weighted-average common shares outstandlng B 19,191 . 7,148 - 6,555
- Weighted-average partrc1pat1ng redeemable convert1b1e preferred shares ' ' o
S outstanding L.t e e e e L 5,642 13,964 T —
'Less: unvested common shares subject to repurchase e A S (364) 540y © (575
'vTotal shares, basic ..... ... e T R S P ... 24469 20,572 5980
' Effect of dilutive secuntles T T . L
.Stock options and warrants ... . R S T S e e 2,984 2,018 C—
. 'Unvested shares Sllb]CCt to repurchase N P e 364 540 —
- Total shares, drluted ..... AT P S e S 27,817 23,130 . 5,980
: Net mcome (loss) per common share basic ... Cheeneees e $‘ 072 $ -0.62 $.(0.28)
; Net income- (loss) per common share d1luted ...... S $ 063 $ 055 $ (0.28)

e

We excluded 78, 000 0 and 0'stock options, from the computatron of drluted net income per share for 2004,
| 2003 and 2002 respectlvely, as they had an antidilutive effect

PG
(,- .

Comprehenszve mcome, net ‘of tax \ R ‘ L

‘Comprehensive i mcome (loss) is deﬁned as the change in equrty of a company durmg a pemod resulting from
‘certain transactions and, other events and cucumstances excludmg transactions resulting from investments by
- owneérs and d1smbutrons to' OWnETS. The difference between net income (loss) and comprehenswe income (loss)
for'the company is from unreahzed galns (losses) on avadable for sale securities and fore1gn currency translatxon
ad]ustments .

The components of our comprehenswe mcome net of tax, were as follows (in thousands)
Sg . . . ' .

" Years Ended December 31 '

, : , - ‘ e , . 2004 2003 2002
Net income (loss) as reported PR P [P T $17,593 * $12,760 $(1, 660)
Foreign currency translation adjustment., . ........ e e e ' . 404 - 27

- Unrealized gain/loss on available, for sale’ secuntles i SR T Y ~ Q7. . - S

Comprehens1ve mcome (loss) . $17,970 $12 787 $( 1 626)

Recently zssued accounung pronouncements

Lo Ins Decernber 2004, the FASB issued SFAS. No 123(R) “Share-Based Payment ” wh1ch replaces SFAS No
123 .and, supersedes APB Oplmon No. 25. Under SFAS No. 123(R) .companies.are required to measure: the

' -compensat1on costs of share-based compensation arrangements based-on the grant-date fair value and- recognize
’ the ¢osts in the financial statements over the period during which émployees are required to provide services. . -

Share-based compensatlon arrangements include stock options, restricted share plans, performance-based awards;

share ‘appreciation rights-and employee share purchase plans. Public companies will be required to apply SFAS

. No. 123(R) as of the- ﬁrst mtenm or annual repomng perlod begmmng after June 15, 2005. We expect to adopt

i
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LEADIS TECHNOLOGY, INC.
NOTES.TO CONSOLIDATED FINANCIAL STATEMENTS~—(Continued)

SFAS No. 123(R) beginning in the third quarter of 2005. SFAS No. 123(R) permits public companies to adopt its
requirements using one of two methods. We are currently evaluating. which method to adopt. The adoption of
- SFAS No. 123(R)’s fair value method may have a significant adverse impact on our results of operations, although
it will have no impact on our overall financial position. The impact of adoption of SFAS No. 123(R) cannot be
predicted at this time because it will depend on levels of share-based payments granted in the future. However,
had we adopted SFAS No. 123(R) in prior periods, the impact of that standard would have approximated the
impact of SFAS No. 123 as described in the disclosure of pro forma net income and earnings per share in Note 2
of Notes to Consolidated Financial Statements. SFAS No. 123(R) also requires the benefits of tax deductions in
~ excess of recognized compensation cost to be reported as a financing cash flow, rather than as an operating cash
flow as required under current literature. This requirement will reduce net operating cash flows and increase net
financing cash flows in periods after adoption. While we cannot estimate what those amounts will be in the future
(because they depend on, among other things, when employees exercise stock options), the amount of operating
cash ﬂows rccogmzed in prior periods for such excess tax deductions were zero in each of 2004, 2003 a.nd 2002. -

In November 2004 the FASB issued SFAS No. 151, “Inventory Costs, an Amendment of ARB No. 43,
Chapter 4,” which clarifies the accounting for abnormal amounts of idle facility expense, freight, handhng costs
and wasted material (spmlage) This Statement requires that those items be recognized as current-period charges
regardless of whether they meet the criterion of “so abnormal.” In addition, this Statement requires that allocation
of fixed production overheads to the costs of conversion be based on the normal capacity of the production
facilities, SFAS No. 151 will be effective for inventory costs incurred in fiscal periods beginning after June 15,
2005. We are currently evaluating SFAS No. 151 and do not expect the adoption will have a material 1mpact on
our results of operations or financial condition.

In March 2004, the Emerging Issues Task Force (“EITF”) reached a consensus on Issue No. 03-01, “The
Meaning of Other-Than-Temporary Impairment and Its Application to Certain Investments.” EITF Issue No. 03-
01 provides guidance on recording other-than-temporary impairments of cost method investments and requires
additional disclosures for those investments. In September 2004, the FASB delayed the accounting provisions of
EITF Issue No. 03-01; however, the disclosure requirements remain effective for annual periods ended after June
15, 2004. We do not believe the impact of adoption of this EITF consensus will be s1gmﬁcant to our overall
results of operations or financial position.

Note 3. Financial Statement Details
Financial instruments

The following is a summary of a\'/ailable-for-sale securities at December 31, 2004 (in thousands):

Gross Gross

Unrealized Unrealized Estimated

. Cost Gains . Losses Fair Value

Money market funds .. .... [ $11,048 $— $— . $11,048

Government bonds . . ... e e 5,200 — 30) 5,170

Municipalbonds .. ...... ..o oo e, 014,355 — 12y 14,343
Auction rate receipts ... ... e 44,450 — — 44,450 -

Variable rate demand notes ...........c..ouuuinnn. 12,995 12,995

' ‘ ' $88,048 $— $(42) $88,006

Included in: , ' )
Cash and cash equivalents ............. ... oo, L $24,045

Short-term investments ...........cv.ueivn.. PO . ' 63,961
’ $88,006

47




1

: LEADIS TECHNOLOGY INC.-
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Contmued)

Our portfoho of avarlable for sale secuntres by comractual matunty at December 31 2004 is as follows o

IR Due in ene year or less UL PRV cin R ........ ' $76,004
S Due after one- year N Y P wieeete, = 12,002
Inventortes, net . N *w e - 7
Inventones cons1sted of the followmg (1n thousands)
. o L 1:? R c ‘4,{ ‘; e, ) ] December 31,
P S b v T o T 2004 2003
" Finished goods ......... B OO $1,954 ' $ 965
Work-m-progress* ........... L N 4,126 4,898
‘ e ‘ 36,080  $5,863

Durmg 2004 and 2003 we; recorded charges totahng $3 5 mllhon and $0. 3 mllhon respecuvely, to. cost of
. :revenue to write down 1nventory due to 1nventory quantmes on hand in excess.of forecasted demand.

‘ ‘Property and equzpment net
Property and equlp‘ment cons1sted of the followmg (m thousands)

: b ‘-4‘ bt December 31,
, ,:;‘Computer equrp;nent and software T T L8813 $ 645
""" Furniture and fixtires . . .. e e e e YL 197 .8
Machinery, equipment and vehrcles C e e e e b e 1,405 - 361
- "Realestate ... ................... R e L. 261 228
. Leasehold 1mprovements S eeeneen e e 132 64
S T 2,808 1,387
Less: _accumu;lat'ed‘deprec"iation‘ and_MOnigaﬁon B S SU00 T (705) (408).
- h o | 1 $2;,103  $ 979
‘Accrued ltabllmes . . o
¥ Accrued l1ab111t1es consrsted of the followrng (1n thousands)‘:
‘ Y ) 5 . : o e ' L : "Decemher31,
: - . - o . 204 2003
SRS Warranty réserve - S 2 .Iv. R . P P -$2,358  $1,112
- Sales tax payable ...... e e e B — . -1,047
- Bonus payable {.. . ... T e i 610 .. 723
“Other accrued liabilities ..%........oo..iti ol i . 1,009 713
: | R R $3,977  $3,595
T




LEADIS TECHNOLOGY, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

Warranty

We warrant our products against defects in materials and workmanship and non-conformance to our
specifications for varying lengths of time, generally one year. If there is a material increase in customer claims
compared with our historical experience, or if costs of servicing warranty claims are greater than expected, we
may record a greater charge against cost of revenue in future periods.

Changes in our liability for product warranty during 2004 and 2003 were as follows:

Balance December 31, 2002 . . .. oottt e $ —
Accruals forwarranty . ......... ...t 1,112
Settlements made . ...t e e e e —

Balance December 31, 2003 . . .o e e 1,112
Accruals for warranty . .........coiiii i i 1,792
Settlementsmade . ........... i e e (546)

Balance December 31,2004 . ... oot e e $2,358

Revenue by Customer

% of Revenue for the

Years Ended December 31,

T
Philips Mobile Display Systems .......... ... i 523% 759% 67.5%
Samsung SDI .. ... 36.7% 23.4% 27.5%

Virtually all of our revenue in 2004, 2003 and 2002 was from two customers: Philips Mobile Display
Systems, or Philips MDS, and Samsung SDI Co., including its wholly-owned subsidiary, Samsung OLED Co.
Ltd. These two customers represented 89.0%, 99.3% and 95.0% of total revenue in 2004, 2003 and 2002,
respectively. We diversified our customer base in 2004 compared to 2003, resulting in a lower percent of our
revenue from these two customers.

Interest and Other income, net

Interest and other income, net consisted of the following (in thousands):

Years Ended December 31,

2004 2003 2002
INtErESEINCOMC - . o v v o oo et et et e e ettt e e $048 §$189 $103
Foreign exchange gain/(1088) .. ........coiiii i, 7 (123) 23
O ET oot e e e 1 €)) N

$956 $ 59 §119

Note 4. Commitments and Contingencies
Indemnifications

In the normal course of our business, we enter into contracts that contain a variety of representations and
warranties and provide for general indemnifications. Our exposure under these agreements is unknown because it
involves claims that may be made against us in the future. No claims have been made to date, nor have we been
required to defend any action related to our indemnification obligations, and accordingly, we have not accrued
any amounts for such indemnification obligations. However, we may record charges in the future as a result of
these indemnification obligations.
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LEADIS TECHNOLOGY, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continced)
Operating leases

We lease facilities under non-cancelable lease agreements expiring at various times through 2010. In some
instances, lease terms require us to pay maintenance and repair costs. Future minimum lease payments under
noncancelable operating leases are as follows (in thousands):

Years ended December 31,

2005 e e e e e $ 461
2006 . e e e e 310
2007 e e e e e 248
2008 L e e e e e e 253
2009 and thereafter . .. ..o oot e 368

$1,640

Most of our leases contain renewal options. Rent expense under all operating leases was approximately $0.3
million in fiscal 2004, and $0.1 million in both 2003 and 2002.

Note 5. Common Stock

Our certificate of incorporation, as amended authorizes us to issue 120,000,000 shares of common stock
with a par value of $0.001 per share. At December 31, 2004, there were 28,025,635 shares of common stock
issued and outstanding.

In June 2004, we sold 6,000,000 shares of our common stock in our initial public offering at an offering
price of $14.00 per share. We received total proceeds of approximately $76.5 million net of the related issnance
fees and offering costs. Upon the closing of our initial public offering in June 2004, all 12,310,223 shares of our
outstanding redeemable convertible preferred stock automatically converted into shares of common stock.

On May 15, 2004, our board of directors approved, and on June 10, 2004 our stockholders approved, an
amendment to our Amended and Restated Certificate of Incorporation to affect a 3 for 2 split of our common
stock and preferred stock. A Certificate of Amendment to our Amended and Restated Certificate of Incorporation
affecting the stock split was filed on June 10, 2004. All information related to common stock, preferred stock,
options and warrants to purchase common or.preferred stock and earnings per share included in these audited
consolidated financial statements has been retroactively adjusted to give effect to the stock split.

Note 6. Preferred Stock and Warrants
Redeemable Convertible Preferred Stock

At December 31, 2004, there were 5,000,000 shares of preferred stock authorized for issuance, none of
which were outstanding. In June 2004, all preferred shares outstanding were converted to common stock as a
result of our initial public offering. Prior to our initial public offering, we had authorized 14,492,692 shares of
redeemable convertible preferred stock. At the time of our initial public offering, we had designated 300,000
shares as Series 1 redeemable convertible preferred stock (“Series 17), all of which were outstanding, 1,914,921
shares as Series A convertible preferred stock (“Series A”), all of which were converted to common stock in
2003, and 12,277,768 shares as Series B convertible preferred stock (“Series B™), of which 12,010,223 were
outstanding. The issuance price per share was $0.666, $1.00 and $1.174 for Series 1, Series A and Series B,
respectively.
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LEADIS TECHNOLOGY, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

Warrants

" A warrant to purctiase 192,060 shares of Series B at $1.174 per share was granted to one of our customers in
January 2004. The number of shares covered by this warrant was based on sales activity from January 1, 2002 to
June 30, 2003. This warrant was valued at $216,000 and recorded as a reduction in revenue of $33, 000 in 2002
and $183,000 in 2003. The value of this warrant was estimated using the Black- Scholes option pricing model
Upon completion of our initial public offering, this warrant became éxercisable for common stock.

Preferred stock issued for technology license

~In October 2000, we licensed certain display technology in exchange for 300,000 shares of our Series 1 and
a warrant to purchase 75,000 shares of our common stock at $0.10 per share. The warrant was exercised in 2004.
The technology license has a term of three years and automatically renews unless either party terminates it in
writing. As of December 31, 2004, the technology license was still in place. To date, our products have not
incorporated the technology undér this license. We will have to pay royalties to the extent future products
1ncorporate this technology -

Note7.Stock Plans .. : | L
Stock option plans ' ; '

- In August 2000, we adopted our 2000 Stock Incentive Plan (the “2000 Plan™). The 2000 Plan as amended
' authorized us to grant incentive stock options and nonstatutory stock options to employees directors, and
consultants. As of December 31, 2004, options exercisable for 1,287,251 shares were outstanding under the 2000
Plan and no shares were avarlable for future grant.

In August 2002, ‘thé board of directors approved our 2002 Equity Incentive Plan (the “2002 Plan™) and
authorized grants of up to 3,825,000 shares under the Plan. The 2000 Plan was terminated upon the approval of
thé 2002 Plan. Shares authorized but unissued under the 2000 Plan were retired, and 2000 Plan optrons
subsequently cancelled upon employee or consultant termination were also retired, -

... In March 2004, the board of directors adopted our 2004 Equity Incentive Plan (the “2004 Plan”), and our
stockholders approved the 2004 Plan in April 2004, The 2004 Plan is an amendment and restatement of our 2002
Plan. The aggregate number Of shares of common stock that may be issued pursuant to options granted under this
plan was 6,000,000 at the inception of the plan -which amount may be increased annually on December 31 of
each year, from 2004 to 2013, by up to 5% of the number of fully-diluted shares of common stock outstanding on -
such date. At December 31, 2004, the authorized shares were increased by approximately 1,600,000 in
accordance with the terms of the plan '

- Under the 2000 Plan, 2002 Plan and 2004 Plan (collectively, the “Plans”), incentive stock options are
granted at a’ price that is not less than 100% of the fair market valie of the stock on the date of grant, as
determined by the closing price on The NASDAQ National Market. Nonstatutory stock options are granted at a
price that is not to be less than 85% of the fair market value of the stock on the date of grant, as determined by
the closing price on The NASDAQ National Market. Options may be granted for a period of up to ten years, and
generally vest.at the rate of 25% per year over four years. Options granted to stockholders who own more than
10% of our outstanding stock at the time of grant must be issued at prices not less than 110% of the estimated fair
value of the stock on the date of grant. Options granted under the Plans may be immediately exercisable, but
sub]ect to vestmg and repurchase. ‘

* On March 16, 2004, our board of directors adopted, and in April 2004 our stockholders approved, our 2004
Non—Employee Directors’ Stock Option Plan (the “2004 Drrectors Plan”) which was effective upon the closing
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.of our 1mt1al public offenng The 2004 Directors Plan calls for the automatic grant of nonstatutory stock:optioris
to purchase shareés; of common stock to our non- employee directors.. The aggregate number of shares of common
' stock that t may be 1ssued pursuant to optlons granted under this plan was 400,000 shares at the. inception of the
- plan whrch amount may be 1ncreased annually on December 31 of each year, ‘from, 2004 to 2013 by the number -
of shares of common stock SUbJCCt to oplilons granted durmg such’ year. On December 31, 2004 the authonzed
shares were mcreased by 20 000 in accordance wrth the tenns of the plan.

The followrng table summanzes act1v1ty under the Plans (shares in thousands)

T L. h o Options : ’
Rt T P Available . ‘Weighted

'

“for Future Outstandmg Average

Issuance . " Options Price
1,784 - 1348 - $0.10
Authori‘zed"":‘... . 3,825 — o
» Options granted :!".. . . S L A TP (881)*- - 881 : $0.17
Shares granted ....... AU IR E R R TU R e 3 — . $024
) Terrmnated/cancelled Seede - e . ' ‘ 45 (45 . 3%0.12
‘Retired ... ... .. TN T e e (LS8 — R
" Balance at December 31 2002 A Geeerie.. 3,196 2,184 $0.13 ..
Options granted S, S . SN \ (1,456) . 1,456° ~* $0.20
Exercised ... . .. S e T O e R T AT S == (343). $0.14
,Terrmnated/cancelled B TEeRTeaeaceeieecne e o0 89 L (89) 80,12
© CRetired ..., ..o R R L . (34 %010
" Balance atDecember 31 2003,. Ve e P T ivee. o 1,829 3,174 .. $0.16"
.»'Authonzed4.4...:....,..,...‘:‘.‘..r.'..'....ﬁ ..... ‘ B 1 — o
_Options grarited . . ., f?.‘;:.",‘ e TR S L1920 8507 .
“Exercised . . e e e s : Lt T (445) $0.29
Tenmnated/cancelled e (s e, S 29) $0.94.
Balance atDecember 3l 2004 R 1 \ - 4,827 . 3,892 - $1.65

Under the Plans shares 1ssued upon the exercrse of unvested optrons may be repurchased by us dt the optron
: exercrse prlce 1n the' event of the optronee 'S separatron from service. The nght to repurchase unvested shares
“lapses at"the rate of the vestmg _ hedule Shares subject to repurchase rrghts at December 31 2004 totaled

‘__364000 ’ T
The followrng table summanzes mformatron about stock-‘options outstanding and exercisable as-of
December 31, 2004 (shares in thousands) i S SR
. ' g ~»-Options Outstanding:- N __, __- Options Exercisable
Lo e e Numberof e WtdAngemammg . .. - Number
g Rang'e of Exercise Prices . - Shares Contractual Life e of Shares
- $0.10 | : L 1079.,_.,,,_ et 629, . - 942
. $0.12, wo%2r -8.15 S 419 -
$024 e ‘{’;.,475 G YT ... 338
$033 050 R NI . 559" 0 893 . o . 487
$4.50° o R A72 T e T e e e
$7.66-9.69°" SRS R 1] SR TR 963 s oy
$ 12.00 .+ 58 : 939 . o T 14
$l4OO P 20 K 9.46 o - 10

$010 $14oo T Y L 7L 2208
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The following table summarizes information about stock options . outstanding and exercisable as of
December 31, 2003 (shares in thousands):

Options Qutstanding Options Exercisable

. ‘ Number of Wtd Avg Remaining
Exercise Price . Shares Contractual Life Number of Shares
$.10: 1,314 732 ‘ 849
$.12- o 952 ‘ 9.17 ‘ .- 165
$.24 - _ 488 8.55 _ 251
$.33 ' 120 9.98 60
$.37 : 300 9.98 ' 300

$.16 - 3,174 842 1625

Employee Stock Purchase Plan

In March 2004, our board of directors adopted and in April 2004 our stockholders approved our 2004
Employee Stock Purchase Plan (the “ESPP”), which was effective upon the closing of our initial public offering.
The ESPP authorizes the issuance of up to 500,000 shares of common stock pursuant to purchase rights granted
to our employees or to employees of any of our affiliates, which amount may be increased on December 31 of
each year, from 2004 until 2013, by up to 1.5% of the number of fully-diluted shares of common stock
outstanding on that date. At December 31, 2004, the authorized shares were increased by approximately 500,000
shares. The ESPP is intended to qualify as an “employee stock purchase plan” within the meaning of Section 423
of the Internal Revenue Code. No sharés were issued under the ESPP during 2004,

_Stock optwns issued to non-emplayees

During 2004, we granted opnons to consultants to purchase 24,000 shares of common stock with a
weighted average exercise price of $9.38. The fair value of options granted to consultants was estimated using
the Black-Scholes model and was $132,000, of which $108,000 was expensed in 2004. We made no options
grants to consultants in 2003. '

Note 8. Income Taxes

U S and forelgn components of income- (loss) before income taxes were (m thousands)

Years Ended December 31

‘ 2004 2003 2002
US':operations ...... SRR Coolnorel ooy 823,281 U$18,469- $(1,936)
Forelgn operations ... ... B T RNS CEEERITEES L. 6,691 1,161 276 -
Total PLOAX QICOME ...y lrs oo $29.972 $19,630  $(1,660)

Earnings from foreign operations, after full provisions for foreign income taxes, are indefinitely reinvested
in foreign operations. Unremitted earnings as of December. 31, 2004 were $6.0 million. If these.earnings were
remitted to the United States, they would be subject to taxation by the federal government of the United States
and/or other jurisdictions. The provision for these taxes would raise the effective tax rate for Leadis at the time
the decision to remit the earnings is made; the dollar amount repatriated would be reduced by the tax obligation.
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- The provision for income'taxes consists of the follo

wing (in thousands):
" Years Ended December 3,
. 2004 2003 2002 - -

“- "Federal .. .-. FRAEY P S e e o $11,323 $6,901  $—
S State T 49 349 —
- ‘. Foreign . ........ R R S 1,699 708 —
- Total current :............0o.. ... [EPTRRR . 13512 7958 —
‘Deferred: ‘ é - . T : A ‘
CBedefdl L ) (1018 —
SState seliie @) Qo) —
Foreign ............0o i s PR - 10 60y — -
- “Totaldeferred ...\ ... ... S el (1,133)  (1,088) . —.
~- Total provision ... ....5%........ O S $12,379 $6,870° $—
beférggg taxa§sets andhab1ht1escons1stof 'tﬁé'fOIIQang' (in thbﬁsands); a B
« : K . , . ;J S R ( BT . December 31,« . "
- Net operating loss carryforwards' ‘.Ai-.“i‘: e e i . e $ — s 61 -
o Taxeredits Lt DT T 16
"Warrantyreseg‘ye B N e LT 843 T 389
Inventoryyalufatiqndiff_ereﬂces..‘..4...........,..‘.._...,...' ............... 937 - 164
Allowance for doubtful accounts- . ... . Ceraeens S e, - 184 . 163
_ Accruals, reserves, and other . . P SRR 272 295
,:.(}rogs‘jdefgi-'r.g_'dy;t@);gssexs'.I‘:j‘ﬁ:f. St ST Ceeeee.s 2236 1,088
- Net deferred tax assets . ... .. | ..vl.. 0 ii. il B i $2,236.,$1,088.

"We regularly assess the realizability of deferred tax’ assets recorded based upon'the weight of available

~ evidence, including siich factors as our recent eamings history and expected future taxable income. Baséd on that
assessment, .we recordeda-valuation allowance in 2002. Because of our improved operating results for the year..

‘ended December 31;;"-200(:3,‘ we reversed the prior valuation allowance and did not record a valuation allowance as
of December 31; 2003 or December 31, 2004: Lo ’ A

The ézil_culati:pnuof :o’ur tax liai)jﬁdés involves the inherent uncertainty in the application of complex tax.laws.
: We‘a're'cilrr‘ehtly iu'x_iwcjer examiné:tiori by various taxing authorities. We record tax reserves for additional—{taxes
~ that we estimate we'may be required to pay as a result of such examinations. If the payment ultimately proves to
 be unnecessary, the:reversal of these tax reserves would result in tax benefits being recognized in the period we

" determine such réserves are no longer necessary. If an ultimate tax assessment exceeds our estimate of tax

_liabilities, 'aq-addig@naifchaigq téj—,q;gpcnse will result. . =, S AT S
- H h ‘] .Il Zal
. o (e : & '
T C ! :
E . 7'
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The differences between the U.S. federal statutory income tax rate and our effective tax rate are as follows
(in thousands):

Years Ended December 31,
2004 2003 2002
Tax at federal StATUIOTY TAE . .. ..o\ttt t et ettt e e e $10,490 $6,870 $(565)
State income taxes, net of federal tax benefits . ............. ... ... ... ... ... 338 299 97
Amortization of stock cOmpensation . .......... ...t 1,572 262 —
Foreign earnings taxed at differentrates ........... ... ... ... ..ol 179 252 (94)
Change in valuation aHOWanCe . ..........cieuirineriinerer e, — (755) 693
Tax CrEAItS . .\ ottt it e e e e e (18) 34 —
Permanentitems and other . . ... .o i i e 176 24) 63
TOtal PrOVISION . ... ot e i ettt e e e $12,379 $6,870 $ —

Note 9. Operating Segment and Geographic Information

We operate in one operating segment, comprising the design, development and marketing of mixed-signal
semiconductors for small panel displays.

As of December 31, 2004 and 2003, 11.8% and 17.9%, respectively, of our long-lived assets were
maintained in the United States. The remainder of long-lived assets at each year-end were maintained in our
international locations, primarily Korea,

The following table summarizes revenue by geographic region, based on the country in which the customer
is located:

Years Ended December 31,

2004 2003 2002
ChIMA . ottt e e 544% 758% 67.5%
) (= Y 41.7 23.9 28.8
T WADL . ettt e e e 3.8 0.3 3.7
O R . . o e 0.1 — —
TOtal TEVEIIUE . . ittt et e e e e e 100.0% 100.0% 100.0%

Note 10. Subsequent Events
Legal Proceedings

On March 2, 2005, a purported securities class action suit was filed in the United States District Court for
the Northern District of California against Leadis Technology, Inc., certain of its officers and its directors. The
complaint alleges the defendants violated Sections 11 and 15 of the Securities Exchange Act of 1933 by making
allegedly false and misleading statements in the company’s registration statement and prospectus filed on June
16, 2004 for our initial public offering. The complaint seeks unspecified damages on behalf of a class of
purchasers that acquired shares of our common stock pursuant to our registration statement and prospectus. The
claims appear to be based on allegations that at the time of the IPO demand for the company’s OLED products
was already slowing and that the company failed to disclose that it was engaging in overshipments of its OLED
product. We anticipate that similar additional actions may be filed in the future. The lawsuit is still in the
preliminary stages, and it is not possible for us to quantify the extent of potential liability, if any.
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SUPPLEMENTARY FINANCIAL DATA
Quarterly Data (Unaudited)

First Second Third Fourth

Year Ended December 31, 2004 Quarter  Quarter  Quarter  Quarter
(in thousands, except per share data)

REVEIUE . o oottt ettt ettt ettt e n it e eae e $34,763 $41,325 $40,898 $33,264
CoSt Of TEVEIIUE . ..t ot et et et e e e et e e e $21,790 $26,061 $26,205 $23,669
Researchand development ............cooiiviiiiiinennnn, $ 3297 $ 2,655 $ 3,499 $ 3,783
Selling, general and administrative ...........0........... AP $ 1,353 $ 1369 $ 1,726 $ 1,605
Stock-based cOMPENsation ......... ...t $ 1,008 $ 1,110 $ 1,099 $ 1,005
Total costs and EXPEMSES .. ..o vttt ettt et e $27,448 $31,195 $32,529 $30,062
OPerating INCOME - .« o0\ttt ettt e v et eeanier e ennenenns $ 7,315 $10,130 $ 8,369 $ 3,202
NELINCOME Lottt ettt ie et et eeeaenas $ 4669 $6212 $4960 $ 1,752
Basicnetincome pershare ............. ... i $ 023 $ 028 $ 018 $ 0.06
Diluted net income pershare . .. ......o.veeierirnnnneeeeenenn. $ 019 $ 024 $ 0.16 $ 0.06
Weighted-average number of shares used in basic net income per share

calowlation ... ... e e 20,755 21,858 27,187 27,501
Weighted-average number of shares used in diluted net income per

share calculation ........... it e e © 24,197 25,751 30,615 30,849

‘ First Second Third Fourth
Year Ended December 31, 2003 Quarter  Quarter  Quarter  Quarter
(in thousands, except per share data)

Revenue ............... ..., e $ 8241 $13,780 $22,257 $40,178
CoSt Of TEVENUE .. ot ettt e e e et e $ 5,875 $10,405 $13,319 $24,706
Research and development . .........c.ovvveieennninneninnnenn. $ 721 $ 853 $ 1,784 $ 3,130
Selling, general and administrative ..............ooiiiie... $ 639 § 728 $ 954 $ 1,055
Stock-based COMPENSAON. . .. ... vv et $ 6 $ 157 $ 203 $ 350
Total costs and expenses ..................................... $ 7,241 $12,143 $16,260 $29,241
Operating income ............ P $ 1,000 $ 1,637 $ 5997 $10,937
NELINCOME - ...ttt e e e et $ 661 $ 1,088 §$ 3971 §$ 7,040
Basicnetincome pershare ..........oiiiiiiiiiiiiiiiiiiia $ 003 $ 005 $ 019 $ 034
Diluted net income per share . . ...........covveeinneerennnnnn... $ 003 $ 005 $ 017 $ 0.30
Weighted-average number of shares used in basic net income per share

CalCULAtION ...\t e 20,113 20,498 20,592 20,647
Weighted-average number of shares used in diluted net income per

share calculation ............cciiiiiiiiiiiiii i 22,505 23,298 23,717 23,826
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND
FINANCIAL DISCLOSURE .

Not applicable.

-

ITEM 9A.CONTROLS AND‘PROCEDURES ‘
Evaluation of disclosure controls and procedur"es. -

Based on their evaluation as of December 31, 2004, our Chief Executive Officer and Chief Financial
Officer, have concluded that our disclosure controls and procedures (as defined in Rules 13a-15(e) and 15d- 15(e)
under the Securities Exchange Act of 1934, as amended) were sufficiently effective to ensure that the
information required to be disclosed by us'in this Annual Report on Form 10-K was recorded, processed,
~ summarized and reported within the time periods specified i in the Securmes and Exchange Commission’s rules

and Form 10-K.

Changes in internal controls.

There were no changes in our internal contrels over financial reporting ‘during the quarter ended December
31, 2004 that have materially affected, or are reasonably likely to materially affect, our internal controls over
financial reporting. ‘

Limitations on the effectiveness of controls.

Our management, including.oiir Chief Execunve Officer and Chief Financial Officer, does not expect that
our disclosure controls and procedures or our internal controls will prevent all error and all fraud. A control
system, no matter how well conceived and operated, can provide only reasonable, not absolute, assurance that the
objectives of the control system are met. Further; the design of a control system must reflect the fact that there
are resolrce constraints, and the benefits of controls must be considered relative to their costs. Because of the
inherent limitations in all control systems, no evaluation of controls can provide absolute assurance that all
contro} issues and instances of fraud, if any, within Leadis Technology, Inc. have been detected. These inherent
limitations include the realities that judgments in decision-making can be faulty, and that breakdowns can occur
because of simple error or mistake, Additionally, controls can be circumvented by the individual acts of some
persons, by collusion of two or hore people, or by management override of the control. The design of any system

of controls also is based in part upon certain assumptions about the likelihood of future events, and there can be
no assurance that any design will succeed in achieving its stated goals under all potential future conditions; over -
time, control may become inadequate becanse of changes in conditions, or the degree of compliance with the
policies or procedures may deteriorate. Because of the inherent limitations ina cost-effectlve control system,
mlsstatements due to ervor or fraud may occur and not be detected

57



‘t L PARTHI B AR

B

| - ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT

Information relating to our executive officers required by this item is set forth i in Part I—Item 1 of this

" report under the caption “Executive Officers of the Registrant” and is incorporated. herein by reference,

Information reqmred by this Item relatmg to our directors is incorporated by reference from the definitive proxy
.statement for our 2005 Annual Meetmg of Stockholders to be filed with the-Commission pursuant to Regulation
* 14A not later than, 120 days after the end of the fiscal year covered by this Form (the “Proxy Statement”) under
the captrons “Proposal 1, Electton Of Drrectors” and “Section 16(A) Beneficial Ownership Reporting
. Comphance We have adopted a wrrtten code of ethrcs that applies to our principal executive officer, prmcxpal
‘ﬁnancral officer and pnncrpal accountmg ofﬁcer or, persons performing similar functions. The code of ethics is
. posted on our websrte at leadis. com. Amendments to, and waivers from, the code of ethics that apphes to any of
-these officers, or persons. performmg srmﬂar functions, and that relates to any element of the code of ethics -
deﬁmnon enumerated in Item 406(b) of Regulation S-K, will be disclosed at the website address provided above
and to the extent requrred by vapphcable regulatrons on aCurrent Report on Form 8-K.

[

: ITEM 11 EXECUTIVE COMPENSATION

- The mformatlon requrred by thrs Item is mcorporated by reference from the Proxy Statement mcludrng
under the captions “Cornpensatron of ‘Executive Officers,” “Employment, Severance and Change of Control
Agreements “and “Compensatron Comrmttee Interlocks and Insrder Pamapatron

ITEM 12. SECURI’JI'Y OWNERSH]P OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT
Lo g . AND RELATED STOCKHOLDER MATTERS

The mformatmn requrred by thrs Item 1s mcorporated by reference from the Proxy Statement under the
captrons “Secunty Ownershrp of Certam Beneﬁcral Owners and Management and “Equlty Compensauon Plan
Informanon i B e U e

PAREPE AN 2o

.t

ITEM 13 CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

The mformatron requrred by this, Item is’ mcorporated by reference from the Proxy Statement under the
capuon “Certam Relatlonshrps and Related Transactrons ‘

Fa f~ - . ° ER

! 7y -<r5~« ~ R

ITEM 14 PRINCIPAL ACCOUNTANT FEES AND SERVICES Con

The mformatron requrred by thrs Item is mcorporated by reference from the Proxy Staternent under the .
.captron “Proposal .2, Ratrﬁcanon of Selection of Independent Registered Public Accountmg Firm” under the
subcaptions “Independent Reglstered Pubhc Accountrng Fu'm s Fees and “Pre -Approval Pohcnes and
‘Procedures : : :
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PARTIV

ITEM 15. EXHIBITS
(a) The following documents are filed as part of this'report:
1. Consolidated Financial Statements:

Page Number

Report of Independent Registered Public Accountmg Firm ..... ... . o i 37

Consolidated Balance Sheets .. ... e e e e e e e 38

Consolidated Statements of Operations ........................... B 39

Consolidated Statements of Cash Flows ........................... [P 40

Consolidated Statements of Stockholders™ Equity/(Deficit) ......... ..., 41

Notes to Consolidated Financial Statements . ............c...irtrrrernerinernaennrennenns 42
2. Exhibits:

Exhibit No. Description of Document

3.1 Registrant’s Amended and Restated Certificate of Incorporation. (1)

©32.¢ Amended and Restated Bylaws of Leadis Technology, Inc. (2)
4.1 Reference is made to Exhibits 3.1 and 3.2.
4.2 Form of Specimen Certificate for Registrant’s common stock. (2)
43 Amiended and Restated Investor Rights Agreement dated August 19, 2002 by and among the
Registrant and certain holders of the Registrant’s capital stock. (1)
10.1F . Registrant’s 2000 Stock Incentive Plan and forms of related agreements. (1)
10.2+ -~ Registrant’s 2004 Equity Incentive Plan and form of related agreement. (1) ‘
10.3% Registrant’s 2004 Non-Employee Directors’ Stock Option Plan and form ef related agreement. (1)
10.4% Registrant’s 2004 Employee Stock Purchase Plan. (1) .
10.5¢ Form of Indemnity Agreement entered into between the Registrant and certain of its officers and
directors. (1)
10.67 Employment Agreement with Steve Ahn, dated August 15, 2002. (1)
107¢°  Employment Agreement with Ken Lee, dated August 15,2002. (1)
10.8% Employment Agreement with V1ct0r Lee, dated December 3, 2002 (l)
10.9% Employment Agreement with Daniel Hauck, dated January 5, 2004. (1)
10.10 Form of Stock Option Grant Notice under the Leadis Technology, Inc. 2004 Equity Incentive
Plan. (3) _
10.11 Form of Stock Option Grant Notice under the Leadis Technology, Inc. 2004 Non-Employee
Directors’ Stock Option Plan. (3)
10.12 Form of offering document under the Leadis Technology, Inc. 2004 Employee Stock Purchase
Plan. (5)
10.13 Lease Contract by and between the Korea Institute of Design Promotion and Leadis Technology
Korea, Inc., dated June 21, 2003. (4)
10.14 Lease Contract by and between the Korea Institute of Des1gn Promotion and Leadis Technology -

Korea, Inc., dated February 24, 2004. (4)
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Exhibit No. * -

Dm?cniption of }Document

322

- Lease by and between the Reglstrant and Sunnyvale Business Park, dated as of December. 23,

Framework Agreement by and between Leadrs Internatronal Limited and Phlhps Electromcs Hong

- Kong . errted ‘Mobile Drsplay Systems dated December 15, 2004. (5)

S .Consent of PncewaterhouseCoopers LLP Independent Reglstered Pubhc Accountmg Firm, (5)
‘Power of Attorney (see srgnature page). ‘ ‘ -
.Certrﬁcatlon of the Reglstrant s Chief Executlve Ofﬁcer as requrred by Sectlon 302 of the

Certification of Registrant’s Chief Fmancral Ofﬁcer, as required by Section 302 of the Sarbanes- o

Certification of Reglstrant § Chref Executrve Ofﬁcer as requned by Secnon 906 of the Sarbanes-

. 1015
A 2004. (5)
10.16
2Il . Subsrdranes of the Registrant. (5)
23.1
24.1
3
o ‘,Sarbanes Oxley Act of 2002. (5) -
312
' Oxley Act-of 2002. (5)
321
Oxley Act of 2002. (5) (6) -

B Certrﬁcatron of Regrslrant s Chref F1nanc1al Ofﬁcer as required by Section 906 of the Sarbanes-

0x1ey Actof 2002 (5) ©)

+ Indrcates a management contract or compensatory plan or arrangement

‘ ‘_ (1) Incorporated by reference to the Reglstrant s Regrstratron Statement on Form S- 1 (Frle No. 333 113880)
filed on March 24, 2004. J" i : :

- (2) Incorporated by, reference to, the Reglstrant s Regrstratron Statement on Form S-1/A (File No 333- 113880)

~ filed on'June-14, 2004

(3) Incorporated by reference to the Regrstrant s Quarterly Report on IForm 10-Q for the’ quarter endedl
- September' 30y 2004 G ‘ . .

(4) Incorporated by reference to the Regrstrant 8: Reglstratron Statement on: Form S- 1/A (File No. 333-113880)
filed on Aprils 30 2004 : . ,

(5) Filed herewrth

(6) The certrﬁcatrons attached as EXhlbltS 32 1 and-32.2 accompany this Annual Report on Form 10-K pursuant
to Section 906 of the Sarbanes—Oxley ‘Act of 2002 and shall not be deemed “filed” by Leadis Technology,
“Inc. for purposes of Sectlon 18 of the Secuntles Exchange Act of 1934, as amended

(b) See the Exhrbrts hsted under Item 15(a)(3) above '
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SIGNATURES
Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the Registrant
has duly caused this Annual Report on Form 10-K to be signed on its behalf by the undersigned, thereunto duly
authorized, in the City of Sunnyvale, State of California, on the 25th day of March 2005.

LEADIS TECHNOLOGY, INC.

By: - /s/ VICTOR LEE
‘ " Victor Lee -
Chief Financial Officer and Secretary

POWER OF ATTORNEY

KNOW ALL PERSONS BY TI-[ESE PRESENTS that each person whose signature appears below
constitutes and appoints Sung Tae Ahn and Victor Lee, jointly and severally, his/her attorneys-in-fact, each with
the power of substitution, for him/her in' any and all capacities, to sign any and all amendments to this Annual
Report on Form 10-K, and-to file the same, with exhibits thereto and other documents in connection therewith,
with the Securities and Exchange Commission, granting unto said attorneys-in-fact and agents, and each of them,
full power and authority to do and perform each and every act and thing requisite and necessary to be done in
connection therewith, as fully to all intents and purposes as he or she might or could do in person, hereby

- ratifying and confirming all that said attorneys-in-fact and agents, or any of them, or their or his substitute or
substitutes, may lawfully do or cause to be done by virtue hereof :

Pursuant to the requirements of the Securities Exchange Act of 1934 this Annual Report on Form 10-K has
been signed below by the following persons on behalf of the Reglstrant in the capacities and on the dates
indicated. ' : .

_/s/_SUNGTAEAEN _ ° ‘President, Chief Executive Officer and ~ ~ March 25, 2005
Sung Tae Ahn - Director (Principal Executwe
R ' Ofﬁcer)
/s/  VICTOR LEE ~ Chief Financial Officer and Secretary °  March 25, 2005
Victor Lee (Principal Financial and Accounting v
’ Ofﬁcer)
/5/_ KEUNMYUNG LEE . Executive Vice President, Chief ~~ March 25, 2005
' Keunmyung Lee -  Technology Officer and Dlrect_or ' '
/s/ KENNETH GOLDMAN . . Director . | March 25, 2005
Kenneth Goldman '
/s/  JAMES PLUMMER Director o March 25, 2005

~ James Plummer

/s/ _ARATI PRABHAKAR Director ‘ March 25, 2005
Arati Prabhakar
/s/ Lmp-Bu TAN Director March 25, 2005
Lip-Bu Tan ‘
61




Exhibit 31.1

I Sung Tae Ahn, certlfy thatE i ‘-'i R LA
- 1.1 have rev1ewed this annual report on Form 10-K of Leadrs Technology, Inc:;

. 2: Based on my knowledge thls report does not contarn any untrue stafement of a material fact or omit.to
-State a material fact necessary to make the statements made; in"light of the circumstances under which such
" statements were made not rmsleadmg with respect to the period covered by this report;

3. Based on my knowledge the ﬁnancrai statements ‘and other financial information 1ncluded in this report,
fairly present in all material respects the financial cond1t1on results of operatlons and cash ﬂows of the reglstrant.
. as of and for, the: penods presented in this report; * - - " S g .

R % The regrstrant ] other certrfylng ofﬁcer and I are: respons1ble for estabhshmg and ma1nta1n1ng drsclosure
controls and procedures (as defmed in; Exchange Act Rules 13a 15 (e) and 15d-15. (e)) for the regrstrant and
have: ‘ L - T ; 5 . e P .

» (a) Des1gned such d1sclosure controls and procedures or “causéd such disclokiire controls and
' .‘procedures to be desrgned under our superv1s1on to ensure that material 1nformat1on relaung to the
" registrant, mcludmg its conisolidated ‘Subsididries, is made known to us by others w1t111n those entrtles »
’ partrcularly durmg the penod in'which this teport is be1ng prepared ‘

v ()] Evaluated. the effectrveness of the reglstrant 8 d1sclosure controls and procedures and presented in
: - this report our conclusmns about the effectiveness of the disclosure controls-and procedures, as 6f the -end of
. the penod covered by this report based on such evaluation; and » N

(). D1sclosed in this report any change in the registrant’s internal control over ﬁnanmal reporting that
- occurred dunng the regrstrant s most recent fiscal quarter that has materially affected, or is reasonably likely
to matenally affect the reglstrant s 1nterna1 control over, ﬁnancral reportrng, and

-

A 5. The reglstrant S, other certlfylng ofﬁcer(s) and I have d1sclosed based on our most recent evaluation of
internal control over ﬁnanc1al reporting, to the registrant’s auditors and the audit committee of the registrant’s

board of d1rectors (or persons performlng the equlvalent functlons) .

(a) All srgmﬁcant deﬁc1enc1es and .naterial weaknesses in the desrgn or operatlon of internal control
over ﬁnancral reportmg which are reasonably likely to ‘adversely affect the registrant’s ability to record,
process summanze and report ﬁnancml 1nforrnatlon and - : .

(b) Any fraud whether or not matenal that 1nvolves management or- other employees who have a
s1gn1ﬁcant role in, the reglstrant S, mtemal control ¢ over ﬁnanc1a1 reportmg B : :

..;Date March 25, 2005 { ST e e

/s/ SUNG TAE AHN

. “’Sung Tae Ahn ..~
Chief Executive Officer . |




Exhibit 31.2
CERTIFICATION:

I, Vrctor Lee, certify that: A
L I have rev1ewed this annual report on Form 10 K of Leadls Technology, Inc

2. Based on my knowledge this report does not contain any untrue statement of a material fact or omit to
state a material fact necessary to make the statements made, in light of the circumstances under which such
statements were made not rmsleadmg Wlth respect to the penod covered by this report;

3. Based on my knowledge, the financial statements, and other ﬁnancial information included in this report,
fairly present in all material respects the financial condrtron results of operations and cash ﬂows of the registrant
as of, and for, the penods presented in this report

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure
controls and procedures (as deﬁned in Exchange Act Rules 13a-15 (e) and 15d-15 (e)) for the registrant and
have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and
procedures to be designed under our supervision, to ensure that material information relating to the
registrant, including its consolidated subsidiaries, is made known to us by others within those entities,
particularly during the period in which this report is being prepared;

_ (b) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in
_“this report our conclusions about the effectiveness of the drsclosure controls and procedures as of the end of
~ ‘the period covered by thlS report based on such evaluatron and :

(c) Disclosed in this report any change in the regxstrant s mternal control over financial reporting that
occurred during the registrant’s most recent fiscal quarter that has materially affected; or is reasonably likely
.. to matenally affect, the registrant’s internal control over financial reportmg, and

5. The regrstrant s other certrfymg ofﬁcer(s) and I have dlsclos_ed, based on our most recent evaluation of
internal control over financial reporting, to the registrant’s anditors. and the audit committee of the registrant’s
board of directors (or persons performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control
over financial reporting which are reasonably likely to adversely affect the registrant’s ability to record,
process, summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal control over financial reporting.

~ Date: March 25, 2005

/s/ VICTOR LEE

Victor Lee
Chief Financial Officer




T I TP A Exhibit 32.1

. ‘CERTIFICATION
Pursuant to the requtrement set forth in-Rule 13a-14(b) of the Secunt.tes Exchange Act of 1934 as amended
(the “Exchange Act”) and Sectton 1350 of Chapter 63 of Title 18 of the United States Code (18 U.S.C. § 1350),
‘Sung Tae Ahn, the Chief Executlve Ofﬁcer of Leadis Technology, Inc. (the “Company ’), hereby certtﬁes that, to
- the best of his. knowledge Y ‘.».: PR ‘ . L L

1 The Company S Annual Report on Form lO-K for the period ended December 31 2004, to whach thrs
Certification is attached as ‘Exhibit 321 (the “Annual Report”) fully complies with the requrrements of Section
13(a) or Secuon 15(d) of. the Exchan ge Act and : . : ‘ .

o 2 The 1nformat10n contamed in- the Annual Report falrly presents, in all matenal respects the ﬁnancral
. condition of the Company at the end of the period covered by the Annual Report and results of operations of the
Company for the penod covered by the Annual Report 4 :

In Wltness Whereof the undersrgned has set h1s hand hereto as of thrs 25th day of March 2005

/s/ SUNG TAE AHN

s ‘SungTaeAhn -
Clnef Executive Off icer. ..

: A srgned ongmal of thrs wntten statement requrred by Rule l3a-l4(b) of the Securities Exchange Act of
- 1934, as amended, and Secnon 1350 of Chapter 63.of Title 18 of the United States Code has been. prov1ded to
- Leadis T echnology, Inc. and will be retained by Lead1s Technology, Inc. and furmshed to the Secunhes ‘and
Exchange Comnussron or 1ts staff upon request l v
-This cert1ﬁcatlon accompames the Form 10-K to wh1ch it relates is not. deemed filed with the Securities and
Exchange Commrssron and is not to' be 1ncorporated by reference into any filing of Leadis Technology, Inc.
“under the Securities Act of 1933 ‘as amended, or the Secuntres Exchange Act-of 1934, as amended (whether "
" miade before or after the' date of thls Form 10- K) urespectlve of any general incorporation language contamed in
suchﬁlmg ‘ L ‘ : e . ;

P : . ‘,
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Exhibit 32.2
CERTIFICATION

Pursuant to the requirement set forth in Rule 13a-14(b) of the Securities Exchange Act of 1934, as amended
(the “Exchange Act”), and Section 1350 of Chapter 63 of Title 18 of the United States Code (18 U.S.C. § 1350),
Victor Lee, the Chief Financial Officer of Leadis Technology, Inc. (the “Company”), hereby certifies that, to the
best of his knowledge:

1. The Company’s Annual Report on Form 10-K for the period ended December 31, 2004, to which this
Certification is attached as Exhibit 32.2 (the “Annual Report™), fully complies with the requirements of Section
13(a) or Section 15(d) of the Exchange Act; and

. 2. The information contained in the Annual Report fairly presents, in all material respects, the financial
condition of the Company at the end of the period covered by the Annual Report and results of operations of the
Company for the period covered by the Annual Report. .

In Witness Whereof, the undersigned has set his hand hereto as of this 25th day of March, 2005.

/s/  VICTOR LEE

Victor Lee
Chief Financial Officer

A signed original of this written statement required by Rule 13a-14(b) of the Securities Exchange Act of
1934, as amended, and Section 1350 of Chapter 63 of Title 18 of the United States Code has been provided to
Leadis Technology, Inc. and will be retained by Leadis Technology, Inc. and fumished to the Securities and
Exchange Commission or its staff upon request.

This certification accompanies the Form 10-K to which it relates, is not deemed filed with the Securities and
Exchange Commission and is not to be incorporated by reference into any filing of Leadis Technology, Inc.
under the Securities Act of 1933, as amended, or the Securities Exchange Act of 1934, as amended (whether
made before or after the date of this Form 10-K), irrespective of any general incorporation language contained in
such filing.
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This Annual Report contains forward-looking statements within the meaning of

Section 27A of the Securities Act of 1933 and Section 21E of the Securities Exchange -

Act of 1934, which are subject to the “safe harbor” created by those sections. These
statements relate to future events or our future financial performance and involve
known and unknown risks, uncertainties and other factors that may cause our
financial performance or achievements to differ materially from these forward-looking

statements. Forward-looking statements can often be identified by terminology such

"«

as “may,” “will,” “couid,” “should,” “expect,” “believe,

nou

anticipate,” “estimate,”

“continue,” “plan,” “intend,” “potential,” “project” or other similar words, Except as
required by law, we undertake no obligation to update or publicly revise any forward-
looking statements to reflect events or circumstances after the date of this document.

Stock Listing (LDIS)

Leadis Technology’s

common stock is traded on
The NASDAQ National Market.

Transfer Agent

Me!lon Investor Services

PO. Box 3315

South Hackensack, NJ 07606
800-304-3098

Independent Registered
Public Accounting Firm
PricewaterhouseCoopers LLP
San Jose, California

Corporate Counsel
Cooley Godward LLP
Faio Alto, California

Annual Meeting

The Leadis Technology, Inc.
annual meeting of stockholders
will be held on May 24, 2005,
at 2:00 p.m. at the company’s
headquarters.

Corporate Headquarters
202 W. California Avenue
Suite 200

Sunnyvale, California 94086
P: 408-331-8600

F: 408-331-8601



www.leadis.com

Leadis designs, develops and markets mixed-signal semiconductors
that enable and enhance the features and capabilities of small panel displays.




